FOREIGN  ASSISTANCE  LEGISLATION 

FOR  nSCAL  YEAR  1994 
(Part  3) ^ 

Y  4,F  76/1  ;F  76/57/994/   " 
PT.3 

Foreign  Assistance  Legislation  for... 

HEARING 

AND 

MARKUP  OF  FOREIGN  ASSISTANCE  AUTHORIZATION 

FOR  FISCAL  YEAR  1994 

BEFORE  THE 

SUBCOMMITTEE  ON 
ECONOMIC  POLICY,  TRADE  AND  ENVIRONMENT 

OF  THE 

COMMITTEE  ON  FOREIGN  AFFAIRS 
HOUSE  OF  REPRESENTATIVES 

ONE  HUNDRED  THIRD  CONGRESS 

FIRST  SESSION 


MAY  4  AND  12,  1993 


Printed  for  the  use  of  the.  Committee  on  Foreign  Affairs 


FOREIGN  ASSISTANCE  LEGISLATION 

FOR  nSCAL  YEAR  1994 

(Part  3) 


HEARING 

AND 

MARKUP  OF  FOREIGN  ASSISTANCE  AUTHORIZATION 

FOR  FISCAL  YEAR  1994 

BEFORE  THE 

SUBCOMMITTEE  ON 
ECONOMIC  POLICY,  TRADE  AND  ENVIRONMENT 

OF  THE 

COMMITTEE  ON  FOREIGN  AFFAIRS 
HOUSE  OF  REPRESENTATIVES 

ONE  HUNDRED  THIRD  CONGRESS 
FIRST  SESSION 


MAY  4  AND  12,  1993 


Printed  for  the  use  of  the  Committee  on  Foreign  Affairs 


U.S.  GOVERNMENT  PRINTING  OFFICE 
74-649  CC  WASmNGTON  :  1993 

For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents,  Congressional  Sales  Office,  Washington,  DC  20402 
ISBN  0-16-043385-1 


COMMITTEE  ON  FOREIGN  AFFAIRS 
LEE  H.  HAMILTON,  Indiana,  Chairman 


SAM  GEJDENSON,  Connecticut 

TOM  LANTOS,  California 

ROBERT  G.  TORRICELLI,  New  Jersey 

HOWARD  L.  HERMAN,  California 

GARY  L.  ACKERMAN,  New  York 

HARRY  JOHNSTON,  Florida 

EUOT  L.  ENGEL,  New  York 

ENI  F.H.  FALEOMAVAEGA,  American 

Samoa 
JAMES  L.  OBERSTAR,  Minnesota 
CHARLES  E.  SCHUMER,  New  York 
MATTHEW  G.  MARTINEZ,  California 
ROBERT  A.  BORSKI,  Pennsylvania 
DONALD  M.  PAYNE,  New  Jersey 
ROBERT  E.  ANDREWS,  New  Jersey 
ROBERT  MENENDEZ,  New  Jersey 
SHERROD  BROWN,  Ohio 
CYNTHIA  A.  MCKINNEY,  Georgia 
MARIA  CANTWELL,  Washington 
ALCEE  L.  HASTINGS,  Florida 
ERIC  HNGERHUT,  Ohio 
PETER  DEUTSCH,  Florida 
ALBERT  RUSSELL  WYNN,  Maryland 
DON  EDWARDS,  California 
FRANK  McCLOSKEY,  Indiana 
THOMAS  C.  SAWYER,  Ohio 

(Vacancy) 

Michael  H.  Van  Dusen,  Chief  of  Staff 

Richard  J.  Gabon,  Minority  Chief  of  Staff 

ANNE  Grey,  Staff  Associate 


BENJAMIN  A.  OILMAN,  New  York 
WILUAM  F.  GOODLING,  Pennsylvania 
JAMES  A.  LEACH,  Iowa 
TOBY  ROTH,  Wisconsin 
OLYMPIA  J.  SNOWE,  Maine 
HENRY  J.  HYDE,  Illinois 
DOUG  BEREUTER,  Nebraska 
CHRISTOPHER  H.  SMITH,  New  Jersey 
DAN  BURTON,  Indiana 
JAN  MEYERS,  Kansas 
ELTON  GALLEGLY,  California 
ILEANA  ROS-LEHTINEN,  Florida 
CASS  BALLENGER,  North  Carolina 
DANA  ROHRABACHER,  California 
DAVID  A.  LEVY,  New  York 
DONALD  A.  MANZULLO,  Illinois 
LINCOLN  DIAZ-BALART,  Florida 
EDWARD  R  ROYCE,  California 


Subcommittee  on  Economic  Policy,  Trade  and  Environment 

SAM  GEJDENSON,  Connecticut,  Chairman 


TOBY  ROTH,  Wisconsin 
DONALD  A.  MANZULLO,  Illinois 
DOUG  BEREUTER,  Nd)ra8ka 
JAN  MEYERS,  Kansas 
CASS  BALLENGER,  North  Carolina 
DANA  ROHRABACHER,  California 


JAMES  L.  OBERSTAR,  Minnesota 
CYNTHIA  A.  MCKINNEY,  Georgia 
MARIA  CANTWELL,  Washington 
ERIC  FINGERHUT,  Ohio 
ALBERT  RUSSELL  WYNN,  Maryland 
HARRY  JOHNSTON,  Florida 
ELIOT  L.  ENGEL,  New  York 
CHARLES  E.  SCHUMER,  New  York 

John  Scheibel,  Staff  Director 

Edmund  B.  Rice,  Republican  Professional  Staff  Member 

Kathleen  BektELSEN,  Professional  Staff  Member 

Donna  La  Torre,  Professional  Staff  Member 

Peter  Yeo,  Professional  Staff  Member 


(II) 


CONTENTS 


Page 

WITNESSES 

Tuesday,  May  4,  1993 

Hon.  John  E.  Porter,  a  Representative  in  Congress  from  the  State  of  Dlinois  ..  2 
Robert  Gallucci,  Assistant  Secretary,  Bureau  of  Politico-Military  Affairs,  De- 
partment of  State  6 

Larry  Saiers,  Acting  Director,  Policy  Directorate,  Agency  for  International 

Development  19 

Peter  Kimm,  Director  of  Housing  and  Urban  Programs,  Agency  for  Inter- 
national Development  21 

Nancy  Frame,  Deputy  Director,  Trade  and  Development  Agency 22 

Jane  H.  Chalmers,  acting  general  counsel,  Overseas  Private  Investment  Cor- 
poration          24 

Lawrence  Yanovitch,  Microenterprise  Coalition  42 

William  D.  Tranmaell,  vice  president,  project  finance,  Fluor  Daniel  44 

John  Hardy,  Jr.,  director,  corporate  development  and  finance.  Brown  &  Root, 

Inc 46 

Michael  Wright,  senior  fellow,  World  Wildlife  Fund  52 

Glenn  T.  Prickett,  international  program  associate.  Natural  Resources  De- 
fense Council  55 

Wednesday,  May  12,  1993 
Markup  (no  witnesses) 61 

APPENDDC 

Tuesday,  May  4,  1993 

Prepared  statements: 

Hon.  Sam  Gejdenson  73 

Hon.  John  E.  Porter  74 

Robert  Gallucci  78 

Larry  Saiers  82 

Peter  Kinam 93 

Nancy  D.  Frame  98 

Jane  H.  Chalmers 105 

William  D.  Trammell 128 

John  Hardv,  Jr 134 

Lawrence  Yanovitch  151 

Glenn  T.  Prickett  157 

R.  Michael  Wright  176 

ADDITIONAL  MATERIAL  SUBMITTED  FOR  THE  RECORD 

Small  Disadvantaged  Enterprise  Awards  submitted  by  Larry  Saiers  191 

Listing  of  all  AID   funded  environment   and  energy  proiects  proposed  for 
obligation  in  fiscal  year  1993,  submitted  by  Larry  Saiers.''  192 

^The  listing  may  be  found  in  the  subcommittee  file. 


(Ill) 


IV 

Page 

Responses  to  additional  questions  submitted  by  Jane  Chalmers  193 

Responses  to  additional  questions  submitted  by  AID 196 

Letters  to  President  Clinton  regarding  microenterprise  submitted  by  Law- 
rence Yanovitch  204 

May  12,  1993 

Prepared  statements: 

Hon.  Sam  Gejdenson  211 

ADDITIONAL  MATERIAL  SUBMITTED  FOR  THE  RECORD 

Subcommittee  Policy  Recommendations  for  Foreign  Assistance  for  Fiscal  Year 

1994  213 

Overseas  Private  Investment  Corporation  Amendments  Act  of  1993  216 

Letter  to  Robert  L.  Gallucci,  Assistant  Secretary  for  Politico-Military  Affairs, 
Department  of  State  requesting  additional  information 275 


HEARINGS  ON  FOREIGN  ASSISTANCE  LEGISLATION  FOR 

FISCAL  YEAR  1994 


Part  1 — ^Full  committee 

Part  2 — Subcommittee  on  Europe  and  the  Middle  East 

Part  3 — Subcommittee  on  Economic  Policy,  Trade  and 
Environment 

Part  4 — Subcommittee  on  International  Security,  Inter- 
national Organizations  and  Human  Rights 

Part  5 — Subcommittee  on  Western  Hemisphere  Affairs 

Part  6 — Subcommittee  on  Asia  and  the  Pacific 

Part  7 — Subcommittee  on  Africa 

Part  8 — ^FuU  committee  markup 


(V) 


FOREIGN  ASSISTANCE  AUTHORIZATION  FOR 

FISCAL  YEAR  1994 


TUESDAY,  MAY  4,  1993 

House  of  Representatives, 
Subcommittee  on  Economic  Policy,  Trade  and 

Environment, 
Committee  on  Foreign  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  1:30  p.m.  in  room 
2200,  Raybum  House  Office  Building,  Hon.  Sam  Grejdenson  (chair- 
man of  the  subcommittee)  presiding. 

Mr.  Gejdenson.  The  subcommittee  meets  today  to  hear  from  the 
administration  and  private  sector  regarding  those  aspects  of  the 
1994  foreign  aid  reauthorization  within  our  jurisdiction. 

We  will  focus  on  a  number  of  important  issues  in  preparation  for 
the  subcommittee's  markup  on  May  12,  and  to  enable  us  to  report 
to  the  full  committee  by  May  14,  1993. 

At  today's  hearing  we  will  address  the  following  components  of 
foreign  aid:  Trade  and  aid,  including  the  Trade  and  Development 
Agency,  the  Overseas  Private  Investment  Corporation,  the  Office  of 
Housing  and  Urban  Programs,  the  Microenterprise  Program,  and 
the  demise  of  the  Private  Sector  Investment  Program;  funding  for 
the  environmental  protection  and  environmentally  sustainable  de- 
velopment in  developing  countries;  and  the  funding  for  non- 
proliferation  and  arms  control,  specifically  the  new  money  identi- 
fied for  export  control  purposes. 

Given  the  vast  area  to  be  covered,  we  hope  to  move  efficiently 
through  these  issues.  I  ask  the  witnesses  to  be  crisp  and  to  the 
point.  We  appreciate  the  cooperation  of  the  administration  and  the 
private  sector  in  providing  us  with  the  necessary  witnesses  on  such 
short  notice,  and  we  would  like  in  advance  to  give  thanks  to  Ms. 
McKinney  for  agreeing  to  Chair  the  second  hour  of  the  hearing.  I 
have  to  leave  to  join  the  Majority  Leader  at  a  meeting. 

With  that,  I  would  yield  to  my  colleague,  Mr.  Roth,  for  any  open- 
ing statement  he  might  have. 

[The  prepared  statement  of  Mr.  Gejdenson  appears  in  the  appen- 
dix.] 

Mr.  Roth.  Thank  you,  Mr.  Chairman.  I  have  a  number  of  ques- 
tions I  would  like  to  follow  and  I  know  time  is  of  the  essence  here 
this  afternoon. 

But  I  want  to  say  this,  I  am  concerned  for  example  about  the 
"million  in  nonproliieration,"  you  know,  where  is  that  money  going 
to  be  coming  from  and  are  we  ^oing  to  ask  other  people  to  help  us. 
I  am  also  concerned  about  this  microenterprise  and  the  housing 

(1) 


guarantees.  So  I  think  there  are  a  lot  of  areas  in  here  that  you  and 
I  want  to  look  at  very  closely,  Mr.  Chairman. 

Mr.  Gejdenson.  Thank  you.  Ms.  McKinney,  do  you  have  an 
opening  statement? 

Ms.  McKinney.  No,  Mr.  Chairman. 

Mr.  Gejdenson.  If  not,  we  have  the  privilege  of  being  joined  by 
our  colleague,  Mr.  Porter.  Mr.  Porter. 

STATEMENT  OF  HON.  JOHN  E.  PORTER,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  ILLINOIS 

Mr.  Porter.  Mr.  Chairman,  Mr.  Roth,  Ms.  McKinney,  thank  you 
for  the  opportunity  to  testify  this  afternoon.  When  I  first  came  to 
Congress  13  years  ago,  there  was  a  very  interesting  lady  who  spoke 
with  a  British  or  Eastern  accent,  smoked  a  pipe,  and  was  the  char- 
acter that  Lacey  Davenport  of  Doonsbury  was  modeled  on.  Her 
name  was  Millicent  Fenwick  of  New  Jersey  and  she  was  a  lady 
with  a  lot  of  ideas. 

One  very  good  idea,  Mr.  Chairman,  that  Millicent  Fenwick  had 
in  1975  was  the  formation  of  the  Helsinki  Commission.  As  the 
world  was  focused  on  the  struggle  between  communism  and  free- 
dom, and  we  had  just  signed  the  Helsinki  Accords,  including  the 
basket  on  human  rights,  Ms.  Fenwick  proposed  that  we  institu- 
tionalize our  commitment  to  the  Helsinki  process.  She  believed  that 
we  needed  to  keep  the  agreements  we  made  at  Helsinki  before  us 
and  stay  focused  on  the  content  of  those  accords.  Finally,  she  ar- 
gued that  we  ought  to  mobilize  our  concerns  for  human  freedom 
and  the  resources  that  we  could  bring  to  bear  on  the  cause  of 
human  rights  in  Eastern  Europe  and  the  Soviet  Union. 

She  proposed  at  that  time,  Mr.  Chairman,  the  Helsinki  Commis- 
sion, a  commission  made  up  of  executive  and  legislative  branch 
members.  Not  a  body  of  jurisdiction  within  the  Congress  or  the  ex- 
ecutive branch,  not  a  body  that  would  step  on  anyone's  toes,  but 
a  body  that  would  bring  us  together  in  the  government  and  keep 
us  focused  on  human  freedom.  Mr.  Chairman,  I  have  been  privi- 
leged to  be  a  member  of  the  Helsinki  Commission  for  the  last  9 
years,  and  it  is  a  body  that  has  done  great  work  in  advancing  the 
cause  of  human  freedom  in  Eastern  Europe  and  the  Soviet  Union. 

The  world  has  changed,  Mr.  Chairman.  The  threat  of  com- 
munism has  receded.  The  world's  focus  now  is  upon  a  better  life 
for  every  human  being  on  this  planet  through  freedom.  The  popu- 
lation of  the  planet  is  growing  immensely,  and  it  is  growing  mostly 
in  the  least  developed  countries. 

There  is  demand  in  these  countries  for  economic  advancement, 
and  it  will  mean  that  some  sort  of  development  in  those  countries 
is  inevitable.  The  question  is  will  development  come  at  the  expense 
of  the  environment — ^resulting  in  the  destruction  of  tropical  forests, 
the  pollution  of  our  oceans,  the  loss  of  species  and  biodiversity,  and 
a  disastrous  global  climate  change?  Or  can  development  occur  cor- 
rectly and  properly? 

This,  to  me,  is  the  challenge  of  the  next  century:  to  better  the 
life  of  each  human  being  through  freedom  and  at  the  same  time 
protect  and  preserve  our  global  environment,  biological  diversity 
and  the  ecosystems  and  the  life  of  this  planet.  In  other  words,  Mr. 


Chairman,  the  challenge  of  the  21st  century  is  sustainable  develop- 
ment. 

This  was  the  focus  of  the  UNCED  Conference  held  in  Rio  de  Ja- 
neiro last  June.  It  was,  by  many  measures,  a  historic  event.  One 
himdred  and  seventy-eight  nations  participated  in  the  conference, 
and  117  heads  of  state  came  to  Rio — the  largest  gathering  of  heads 
of  state  in  history.  An  international  consensus  on  the  environment 
and  sustainable  development  was  reached  at  UNCED.  Significant 
agreements  critical  to  the  health  of  the  planet  and  the  future  of  hu- 
mankind were  entered  into.  Two  of  them  were  binding — ^The  Con- 
vention on  Climate  Change  and  the  Convention  on  Biological  Di- 
versity— and  there  were  several  nonbinding  agreements,  the  State- 
ment on  Forest  Principles,  Agenda  21,  and  the  Rio  Declaration. 

These  documents  provide  a  framework  for  integrating  the  goals 
of  economic  development  on  the  one  hand  and  environmental  pro- 
tection on  the  other.  We  need  to  ensure  that  these  agreements  and 
the  challenge  of  sustainable  development  are  carried  forward. 

I  was  a  dfelegate  to  the  UNCED  Conference.  I  made  the  promise 
to  myself  that  the  commitments  that  were  made  there  would  not 
be  forgotten.  Almost  a  year  has  past  since  the  summit.  What  have 
we  done  to  promote  progress  toward  the  Summit's  goals?  Very 
frankly,  Mr.  Chairman,  not  enough. 

I  propose  that  we  do  the  same  thing  to  sustainable  development 
that  Millicent  Fenwick  proposed  for  human  rights  in  1975.  I  pro- 
pose that  we  establish  a  Rio  Commission,  a  body  to  review  U.S. 
and  international  progress  toward  the  Summit's  policy  goals.  It 
would  be  modeled  on  the  Helsinki  Commission,  four  members  from 
each  House  and  Senate,  and  three  appropriate  members  from  the 
executive  branch.  The  Rio  Commission  would  be  an  advisory  body, 
not  having  authority  to  implement  the  agpreements  or  to  make  leg- 
islative proposals.  It  would  not  exist  for  that  purpose.  Instead,  the 
Commission  would  monitor  how  well  the  U.S.  and  other  UNCED 
conferees  were  following  the  policy  guidelines  in  the  areas  covered 
by  the  Rio  Declaration,  Agenda  21  and  the  other  Earth  Summit 
agreements. 

For  example,  the  commission  would  track  action  to  promote  sus- 
tainable development  and  to  address  threats  to  the  environment 
such  as  global  climate  change,  ocean  pollution,  deforestation, 
biodiversity  loss  and  persistent  poverty. 

Mr.  Chairman,  the  Rio  Commission  would  provide  the  public 
with  a  continuous  and  official  forum  to  voice  its  concerns  on 
progress  toward  sustainable  development  in  the  United  States  and 
around  the  world.  Particularly,  and  I  want  to  emphasize  this,  the 
Commission  would  give  an  opportimity  for  nongovernmental  orga- 
nizations, who  played  such  a  critical  role  at  Rio,  to  monitor  how  we 
are  doing  on  sustainable  development  and  to  let  their  voices  be 
heard  in  the  official  process  to  follow-up  on  UNCED.  I  think  that 
is  very,  very  important  to  moving  the  agenda  of  sustainable  devel- 
opment forward. 

I  have  been  discussing  my  proposal  with  the  White  House  Office 
on  Environmental  Policy.  Obviously,  the  President  and  Vice  Presi- 
dent are  very  concerned  with  these  issues.  We  hope  to  coordinate 
to  ensure  a  substantive  follow-up  to  UNCED  both  at  home  and 
abroad.  I  am  working  now  on  a  revision  to  the  legislation,  H.R. 


299,  that  I  introduced  earlier  in  the  year  that  would  incorporate 
the  administration's  suggestions.  I  hope  to  offer  a  revised  bill  on 
the  1-year  anniversary  of  UNCED  in  early  June,  I  would  commend 
this  legislation  to  your  consideration,  the  members  of  this  commit- 
tee and  you,  Mr.  Cnairman. 

I  hope  you  will  look  on  it  favorably.  I  think  it  does  for  sustain- 
able development  what  the  Helsinki  Commission  has  done  for 
human  rights,  and  I  can  think  of  nothing  more  important  for  the 
century  ahead  than  people  advancing  on  this  planet  through  free- 
dom and  that,  at  the  same  time,  we  preserve  the  planet  and  pass 
it  along  to  future  generations  enhanced  rather  than  diminished. 

Thank  you  for  listening  to  me,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Porter  appears  in  the  appendix.] 

Mr.  Gejdenson.  Thank  you  and  we  appreciate  your  efforts  in 
this  area  as  well  as  in  the  human  rights  area,  and  these  concerns 
are  certainly  something  that  this  committee  is  going  to  want  to 
take  a  very  hard  look  at  to  see  what  the  best  method  for  moving 
forward  is. 

Mr.  Hoth,  questions? 

Mr.  Roth.  I  want  to  compliment  our  colleague  for  his  statement. 
I  think  the  issue  of  environment  is  something  that  we  have  to  focus 
on  and  continuously  focus  on,  and  I  very  much  appreciate  his  dedi- 
cated efforts  in  this  area,  not  only  now  but  in  the  years  past.  So 
thank  you  very  much  for  your  statement. 

Mr.  Porter.  Thank  you,  Mr.  Roth. 

Mr.  Gejdenson.  Mr.  Ballenger. 

Mr.  Ballenger.  Thank  you,  Mr.  Chairman. 

If  I  may,  John,  I  was  just  curious,  not  having  the  background  of 
the  Rio  CTonference,  but  in  all  of  Central  America,  as  you  are  trav- 
eling down  there,  if  it  happens  to  be  the  season  before  planting,  I 
know  in  Brazil  the  slash  and  bum  is  destroying  the  jungle,  but  in 
Salvador,  Guatemala,  Nicaragua,  Honduras,  they  all  bum  their 
fields  every  year.  Is  that  a  negative  or  a  positive  as  far  as— or  is 
it  small  enough  it  doesn't  make  any  difference? 

Mr.  Porter.  It  all  makes  a  difference.  I  think  it  probably  is  a 
negative.  I  am  not  certain  whether  that  is  for  their  purposes  a  way 
of  fertilizing  for  the  next  crop  rotation. 

Mr.  Ballenger.  I  think  so. 

Mr.  Porter.  But  there  ought  to  be  better  ways  to  do  it  than  that, 
and  one  of  the  problems,  of  course,  is  that  we  are  not  just  burning 
fields,  we  are  burning  tropical  forests.  You  can  go  fly  over  Brazil 
at  any  time  and  see  immense  portions  of  the  forest  in  flames. 

Mr.  Ballenger.  I  have  seen  that.  But  this  is  all,  generally 
speaking,  tilled  land.  There  are  no  trees  and  they  just  burn.  I  guess 
the  ash,  the  sodas  and  whatever  it  is  in  the  ashes,  is  good  fertilizer. 

Mr.  Porter.  I  presume  that  is  why  they  do  it. 

Mr.  Ballenger.  It  doesn't  cost  anything.  Whereas  if  you  had  to 
fertilize,  it  is — just  the  thought  that  it  is  so  poor  to  start  with,  that 
additional  things  to  raise  the  cost  of  their  food. 

Mr.  Porter.  What  we  need  to  do  is,  because  we  are  now  in  a  po- 
sition through  information  technologies  to  share  knowledge  with 
people  all  around  the  globe,  work  with  other  societies  to  identify 
and  develop  better  ways  to  do  things.  This  will  allow  less  developed 
countries  to  develop  economically  as  we  have  but  in  a  much  better 


way  in  the  sense  of  preserving  their  resources  and  the  biodiversity 
of  the  planet.  That  is  what  the  UNCED  conference  is  reallv  all 
about  and  that  is  what  I  think  the  next  century  is  really  all  about. 

This  world  is  going  to  develop.  The  question  is  how  is  it  going 
to  develop.  Are  we  going  to  do  it  right  or  are  we  going  to  do  it 
wrong?  And  the  United  States  is  uniquely,  because  of  our  influence 
in  the  world,  in  the  position  to  help  people  do  it  right. 

Mr.  Ballenger.  Thank  you. 

Mr.  Manzullo.  Mr.  Chairman,  I  commend  my  colleague  from  Il- 
linois for  his  tremendous  interest  in  this  delicate  subject. 

John,  could  you  give  us  just  a  little  bit  more  as  to  what  this  Rio 
Commission  would  do? 

Mr.  Porter.  The  commission,  Don,  would  be  like  the  Helsinki 
Commission,  which  was  formed  in  1975  at  the  suggestion  of 
Millicent  Fenwick  and  others  to  monitor  international  and  U.S. 
compliance  with  human  rights  and  other  provisions  of  the  Helsinki 
Accords.  The  Helsinki  Commission  institutionalized  our  concern  for 
human  rights  in  Eastern  Europe  and  the  Soviet  Union,  in  particu- 
lar, and  had  the  same  sort  of  makeup  and  membership  that  I  am 
Eroposing  for  the  Rio  Commission:  Members  of  the  House,  Mem- 
ers  of  the  Senate  and  appropriate  members  of  the  executive 
branch. 

The  idea  is  to  put  continuously  before  the  government  and  the 
people  of  this  coimtry  the  concern  in  those  areas  and  to  marshal 
knowledge  and  bring  the  issues  to  the  attention  of  policymakers.  It 
isn't,  in  other  words,  a  Commission  that  comes  and  goes.  Rather, 
the  Commission  makes  your  concern,  your  focus  constant.  It  has  a 
small  staff  that  brings  people  together. 

We  have  a  hearing  today  on  the  Helsinki  Commission,  for  exam- 
ple, on  human  rights.  It  has  broadened  its  outlook  since  it  was 
formed  in  1975.  It  is  looking  now,  of  course,  at  Bosnia.  But  the  idea 
of  the  Rio  Commission  is  that  you  have  a  forum,  a  place  where  you 
can  bring  pressure  on  the  process  to  do  those  things  both  at  home 
and  overseas  that  carry  out  the  concept  of  sustainable  development 
as  they  were  developed  through  the  U.N.  Conference  and  will  be 
developed  in  the  future. 

Mr.  Manzullo.  There  is  no  one  organization  now  that  could  do 
this.  Is  that  what  you  are  saying? 

Mr.  Porter.  No,  and  I  want  to  mention  one  thing  since  you 
raised  it.  When  the  Helsinki  Commission  was  formed,  the  executive 
branch  said,  oh,  this  is  unconstitutional.  We  cannot  have  members 
of  two  different  branches  of  government  serving  on  the  same  com- 
mission. 

That  is,  of  course,  wrong.  They  can  easily  and  do  often  serve  on 
the  same  commission,  provided  it  does  not  have  jurisdiction — that 
is,  that  the  Commission  does  not  write  legislation  or  attempt  to  im- 
plement it.  The  idea  of  the  Helsinki  Commission  is  to  bring  to- 
f  ether  the  knowledge  on  human  rights  and  freedom  and  to  use  that 
nowledge  to  advance  the  cause  of  human  freedom.  That  would  be 
the  same  idea  with  the  Rio  Commission. 

As  I  said,  I  think  the  triumph  of  freedom  over  communism  is  the 
story  of  the  last  half  of  the  20th  centuiy.  The  story  of  the  next  50 
years  or  maybe  100  will  be  how  do  we  live  together  in  freedom  and 
develop  the  world  so  that  everyone  has  a  better  life  and  preserve 


the  planet  in  the  process.  And  that  is  going  to  be  the  agenda  for 
the  next  100  years  or  maybe  much  longer. 

Mr.  Gejdenson.  Thank  you  very  much,  and  we  will  keep  in  con- 
tact with  you  as  we  continue  working  on  this  issue. 

Mr.  Porter.  Thank  you,  Mr.  Chairman,  and  members  of  the 
committee. 

Mr.  Gejdenson.  Our  next  witness  is  Robert  Gallucci,  Assistant 
Secretary  for  the  Bureau  of  Political  and  Military  Affairs,  Depart- 
ment of  State. 

Your  entire  statement  will  be  placed  in  the  record.  Please  pro- 
ceed as  you  are  most  comfortable. 

STATEMENT  OF  ROBERT  GALLUCCI,  ASSISTANT  SECRETARY, 
BUREAU  OF  POLrnCO-MILITARY  AFFAIRS,  DEPARTMENT  OF 
STATE 

Mr,  Gallucci.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  members  of  the  subcommittee,  I  am  pleased  to 
have  the  opportunity  to  discuss  the  export  control  components  of 
the  administration's  request  for  a  $50  million  nonproliferation  and 
disarmament  fund. 

President  Clinton  and  Secretary  Christopher  have  called  preven- 
tion and  reversal  of  the  proliferation  of  weapons  of  mass  destruc- 
tion one  of  the  foremost  security  challenges  confronting  the  United 
States  in  the  post-cold  war  world.  They  are  committed  to  U.S.  lead- 
ership in  this  effort. 

We  aim  to  stem  proliferation  of  such  weapons  by  nonproliferation 
treaties  and  ag^reements,  by  export  control  regimes,  by  our  own  na- 
tional export  control  system,  and  by  continuing  application  of 
Nunn-Lugar  funding  in  the  four  nuclear  states  of  the  former  Soviet 
Union,  Russia,  Kazakhstan,  Ukraine  and  Belarus. 

The  Nunn-Lugar  funding  addressed  a  very  significant  new  chal- 
lenge. We  have  begun  to  help  Russia  design  storage  facilities  for 
the  fissile  materials  and  components  from  the  nuclear  weapons  it 
is  dismantling.  We  are  also  planning  to  help  Russia,  Ukraine,  and 
Kazakhstan  in  the  dismantling  of  strategic  missiles  and  bombers, 
missile-carrying  submarines  and  ICBM  launchers. 

But  there  are  other  proliferation  challenges  in  the  nonnuclear 
states  of  the  former  Soviet  Union  and  in  Eastern  Europe,  in  South 
America,  in  Africa,  in  the  Middle  East,  and  the  Asia.  Some  of  these 
challenges  involve  vigorous  enforcement  of  international  non- 
proliferation  export  standards  aimed  at  countries  hostile  to  our  ob- 
jectives. 

We  also  need  to  ensure  that  international  inspections  and  mon- 
itoring bodies,  such  as  the  International  Atomic  Energy  Agency 
and  the  U.N.  Special  Commission  on  Iraq,  are  equipped  for  their 
jobs  and  receive  our  political  and  financial  support. 

But  just  as  significantly,  there  are  a  number  of  countries  willing 
to  accept  and  implement  our  nonproliferation  objectives  that  do  not 
have  the  expertise  or  resources  to  do  so. 

Last  year  Congress,  in  the  Freedom  Support  Act,  authorized  the 
President  to  make  available  up  to  $100  million  in  fiscal  year  1993 
security  assistance  funds  to  promote  nonproliferation  and  disar- 
mament activities.  Unfortunately,  fiscal  year  1993  security  assist- 


ance  fiinds  could  not  be  reprogrammed  for  these  purposes  because 
cutbacks  and  earmarks  had  reduced  overall  funding. 

Consistent  with  the  Freedom  Support  Act  authorization,  we  are 
proposing  establishment  of  a  $50  million  fund  for  nonproliferation 
and  disarmament  in  fiscal  year  1994.  This  fund,  administered  by 
the  Department  of  State,  will  be  part  of  an  integrated  government- 
wide  approach  to  nonproliferation  which  will  also  include  the  De- 
partments of  Defense,  Commerce,  Energy  and  the  Arms  Control 
and  Disarmament  Agency. 

The  Department  of  State's  nonproliferation  and  disarmament 
fiind  has  four  broad  components:  Education  and  training,  destruc- 
tion and  conversion,  enforcement  and  interdiction,  safeguards  and 
verification.  Let  me  focus  on  the  four  specific  export  control  related 
activities  within  these  areas. 

First,  export  control  training.  We  would  offer  export  control  as- 
sistance like  what  we  are  now  offering  the  four  nuclear  FSU  states 
under  Nunn-Lugar  to  other  FSU  states.  Eastern  Europe  and  non- 
European  states.  We  would  concentrate  on  weapons  of  mass  de- 
struction and  conventional  arms  transfer  controls.  This  would  in- 
clude providing  computerized  information  systems  and  establishing 
training  centers  within  target  countries  to  create  more  effective  ex- 
port control  systems. 

Second,  nonproliferation  outreach  would  explain  U.S.  non- 
proliferation  policies  and  their  effect  on  industry  to  government 
and  industry  officials  of  other  countries.  We  would  show  how  our 
industry  accepts  and  copes  with  proliferation-related  restrictions  in 
order  to  promote  such  acceptance  by  foreign  industries. 

The  third  area,  prevention  of  nuclear  smuggling,  would  provide 
financial  and  technical  assistance  to  enforcement  organizations  in 
the  former  Soviet  Union  and  Eastern  European  countries  to  reduce 
the  risk  of  nuclear  materials  being  smuggled  out  of  the  FSU  and 
Eastern  Europe.  This  would  include  setting  up  communications  or 
other  computer  networks,  as  well  as  establishing  cells  within  en- 
forcement organizations  to  focus  on  this  threat. 

The  fourth  area,  technical  studies  into  export  control  regimes, 
would  support  technical  studies  on  the  effectiveness  of  multilateral 
export  control  regimes,  including  the  Nuclear  Suppliers  Group,  the 
Missile  Technology  Control  Regime  and  the  Australia  Group  aimed 
at  chemical  and  biological  weapons. 

Of  these,  only  the  technical  studies  program  addresses  controls 
on  U.S.  exports.  The  remainder  focus  on  helping  other  countries  es- 
tablish and  maintain  their  own  export  control  functions. 

Finally,  I  want  to  emphasize  that  the  fund  is  a  new  idea  and  the 
details  of  the  programs  it  would  support  have  not  been  completely 
defined.  In  fact,  we  want  this  fund  to  allow  us  to  exploit  unex- 
pected opportunities.  We  cannot  predict  what  those  might  be,  but 
we  will  need  flexibility  if  we  are  to  meet  the  broad  program  objec- 
tives, including  export  control. 

We  would  be  pleased  to  work  with  you  and  your  staff  and  other 
congressional  committees  over  the  next  few  months  to  define  more 
precisely  the  activities  under  this  fund.  That  is  the  extent  of  my 
prepared  remarks,  Mr.  Chairman.  I  will  be  pleased  to  try  to  answer 
your  questions. 
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[The  prepared  statement  of  Mr.  Gallucci  appears  in  the  appen- 
dix.] 

Mr.  Gejdenson.  Thank  you  very  much. 

Let  me  just  ask  one  general  question  at  the  beginning.  Are  you 
looking  at  reorganizing  COCOM  in  its  entirety. 

Do  we  need  to  restructure  the  whole  system?  Maybe  vou  cannot 
answer  me  at  this  point,  but  it  appears  that  with  missile,  nuclear, 
chemical,  and  biological  proliferation  issues,  the  targets  are  dif- 
ferent than  they  used  to  be.  The  risks  and  dangers  are  uncertain 
in  respect  to  the  former  Soviet  Union.  We  do  not  know  yet  how  to 
deal  with  the  newly  independent  states.  But  certainly  much  more 
of  our  focus  is  going  to  have  to  go  towards  those  countries  who  con- 
tribute to  missile,  nuclear,  biological  and  chemical  proliferation. 
There  is  a  question  of  whether  or  not  we  need  to  focus  more  of  our 
efforts  on  the  respective  international  control  regimes  or  whether 
we  ought  to  reorient  COCOM  itself  with  more  specific  targets  in 
mind.  In  the  long  run,  we  will  need  to  take  a  look  at  how  we  have 
behaved  during  these  periods,  as  well. 

Mr.  Gallucci.  Mr.  Chairman,  you  are  exactly  right  and  you  are 
anticipating  part  of  the  policy  review  that  is  ongoing  and,  indeed, 
even  as  we  speak. 

We  have  all  recognized  that  the  purpose  of  COCOM  that  was 
supposed  to  serve,  and  maybe  in  large  part  has  been  met,  and  we 
are  looking  to  see  how  it  ought  to  be  reoriented.  That  means  in  the 
first  instance  that  we  want,  in  fact,  for  states  of  the  former  Soviet 
Union  to  succeed  as  market  economies  and  we  want  to  be  able  to 
help,  we  want  to  be  able  to  sell.  At  the  same  time,  however,  two 
additional  points  should  be  made,  that  the  states  of  the  former  So- 
viet Union  particularly  and  other  states  to  which  COCOM  was  di- 
rected may  not  themselves  have  adequate  export  controls.  So  even 
if  we  were  not  concerned  about  their  use  of  that  which  we  might 
sell  them,  we  may  be  concerned  about  their  reexport. 

Mr.  Gejdenson.  Additionally,  there  are  private  enterprises  with- 
in those  states  who  may  have  relationships  with  some  of  those 
countries  that  we  are  still  concerned  about. 

Mr.  Gallucci.  Mr.  Chairman,  I  had  one  more  point,  to  pick  up 
on  another  one  of  your  points.  There  are  other  countries,  though, 
that  we  do  of  course  have  a  concern  about,  and  it  may  be  that  the 
COCOM  system  may  be  of  use  in  dealing  with  a  dual  use  problem 
with  other  countries  that  we  very  much  wish  to  address. 

Mr.  Gejdenson.  Well,  we  will  hold,  I  am  sure,  additional  hear- 
ings on  that  issue. 

Let  me  go  to  the  heart  of  your  request  for  a  moment.  If  this  was 
7  or  8  years  ago  and  you  requested  $50  million  to  prevent  the 
U.S.S.R.  from  using  its  technology  against  the  United  States,  you 
would  not  have  been  an  asterisk  at  a  hearing.  If  it  was  to  buy  more 
bases  or  supply  more  bases  in  Europe  or  more  aircraft  to  make 
sure  that  we  had  adequate  protection  of  Western  Europe,  the  same 
scenario  would  have  applied. 

But  when  you  ask  for  $50  million  to  go  to  the  former  Soviet 
Union,  former  Soviet  Union,  and  spend  it  there,  with  the  account- 
ants and  the  Congress  getting  much  sharper  with  their  pencils,  we 
are  more  apt  to  tdce  note  of  it. 


How  much  of  this  money  would  you  anticipate  using  to  hire 
American  compeinies  or  individuals  to  help  set  up  the  system.  In 
essence  of  the  request,  what  percentage  will  come  back  to  the  Unit- 
ed States  in  the  final  analysis? 

Mr.  Gallucci.  Mr.  Chairman,  if  I  could  begin  by  first  noting  that 
while  some  of  this  money  and  some  of  the  programs  under  the  fund 
could  be  expended  for  and  in  the  former  Soviet  Union,  the  real 
thrust  of  our  program  is  away  from  the  former  Soviet  Union  to 
other  regions  where  we  have  concerns  about  proliferation.  So  I 
don't  want  to  leave  the  impression  that  we  are  aiming  this  as  well 
as  other  programs,  other  agencies  only  at  the  former  Soviet  Union. 

Mr.  Chairman,  I  don't  have  a  breakdown  and  could  not,  I  don't 
think,  even  for  the  record,  provide  and  anticipate  how  much  money 
we  will,  of  this  money  we  will  expend  on  U.S.  experts,  U.S.  consult- 
ants, and  U.S.  equipment. 

What  I  can  say  is  it  is  envisioned  that  all  those  are  possible. 
Among  the  possible  ways  of  expending  this  money  is  on  U.S.  con- 
tractors and  consultants  on  equipment  that  would  be  provided  to 
these  countries  to  help  in  their  export  control. 

The  fund  would  also  permit  expenditure  of  this  money  in  these 
countries  if  that  were  appropriate  to  achieve  program  objectives. 

Mr.  Gejdenson.  Well,  I  think  it  would  be  helpful  for  us  if  you 
could  go  back  £ind  review  the  working  documents  back  at  the  de- 
partment where  you  estimated  costs  in  various  categories  in  order 
to  determine  the  ratio  of  return  per  dollar  to  the  United  States.  I 
think  that  there  are  many  of  us  who  believe  in  this  program  and 
think  it  is  important  to  international  security  and  American  Secu- 
rity. You  don't  have  to  go  far  from  the  World  Trade  Center  to  get 
a  sense  of  the  dangers  that  lurk  out  there  as  technology  moves, 
whether  from  foreign  or  domestic  terrorist  activities. 

But  I  think  the  more  we  can  show  the  American  people  that  it 
is  not  iust  money  sent  overseas  without  return  and  with  only  the 
hope  that  it  works,  the  more  effective  we  will  be  at  seeing  that 
these  programs  pass  the  Congress. 

You  are  planning  to  spend  $5  million  for  export  controls;  is  that 
correct? 

Mr.  Gallucci.  Export  control  training. 

Mr.  Gejdenson.  Training.  And  is  that  targeted  for  Eastern  Eu- 
rope and  the  former  Soviet  Union;  is  that  your  primary  area? 

Mr.  Galluccl  But  not  exclusively.  Non-European  states  as  well. 

Mr.  Gejdenson.  Which  non-European  states  are  you  consider- 
ing? 

Mr.  Gallucci.  It  could  be  in  South  Asia,  could  be  in  Northeast 
Asia,  could  be  in  the  Middle  East  and  certainly  could  be  in  Latin 
America. 

Mr.  Gejdenson.  I  know  this  will  shock  you,  but  in  the  past  there 
has  been  some  tension  between  the  various  departments  at  the 
Federal  level  that  have  responsibility  over  these  issues.  I  think  I 
remember  once  that  the  State  Department  refused  to  give  pass- 
ports to  the  Commerce  Department  to  go  do  a  training  session  of 
their  own. 

C£in  we  expect  there  will  be  a  more  cooperative  nature  here  and 
are  you  working  with  the  Commerce  Department,  trying  to  make 
sure  that  the  Commerce  Department,  which  has  a  significant  por- 
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tion  of  the  jurisdiction  on  licensing,  is  working  with  you  rather 
than  at  opposite  ends? 

Mr,  Gallucci.  As  you  said,  Mr.  Chairman,  I  am  shocked  to  find 
that,  but,  yes,  indeed,  I  expect  we  will  be  fully  cooperative  with  the 
other  agencies  which  are  charged  essentially  with  the  same  objec- 
tive of  preventing  the  proliferation  of  these  weapons. 

Mr.  Gejdenson.  I  have  more  questions  and  I  will  submit  some 
of  them  to  you  in  hopes  that  I  will  be  able  to  come  back  from  my 
next  meeting  in  time  to  get  your  responses  or  at  least  hear  from 
some  of  the  other  witnesses.  I  do  believe  that  this  is  a  critical  part 
of  the  process  in  an  effort  to  move  forward.  If  we  find  the  same 
kind  of  battles  that  went  on  during  the  Reagan  and  Bush  adminis- 
trations between  Commerce,  State  and  Defense,  we  are  going  to 
squander  a  lot  of  energy  rather  than  dealing  with  the  problems. 

Mr.  Roth. 

Mr.  Roth.  Thank  you,  Mr.  Chairman. 

Mr.  Gallucci,  you  are  asking  for  $50  million;  is  that  correct? 

Mr.  Gallucci.  That  is  correct,  sir. 

Mr.  Roth.  Where  is  this  money  supposed  to  come  from? 

Mr.  Galluccl  Sir,  from  security  assistance. 

Mr.  Roth.  Sorry? 

Mr.  Gallucci.  Security  assistance  budget. 

Mr.  Roth.  We  have  extra  money  in  there? 

Mr.  Gallucci.  I  certainly  wouldn't  say  extra  money.  What  we 
have  been  doing  is  restructuring  the  security  assistance  account. 
As  I  indicated,  the  Congress  last  year  expressed  its  intent  by  pro- 
viding the  reprogram  authorization  for  up  to  $100  million.  We 
could  not  accomplish  that  in  making  allocations  of  funds  for  this 
fiscal  year. 

We  believe,  given  the  objective  of  preventing  the  proliferation  of 
these  weapons,  that  $50  million  for  this  fund  is  an  appropriate  ex- 
penditure. 

Mr.  Roth.  Are  you  going  to  be  recommending  to  Congress  some, 
when  you  talk  about  security  assistance,  to  reshuffle  those  funds, 
some  of  the  lower  priority  programs  where  this  money  is  going  to 
be  coming  from?  Is  that  what  I  hear  you  saying? 

Mr.  Gallucci.  What  I  am  trying  to  say,  sir,  is  that  the  foreign 
assistance  budget  has  been  restructured.  We  have  been  in  the  proc- 
ess of  doing  that.  This  element  of  the  budget  finds  a  place,  given 
its  priority  in  our  foreign  policy  objectives.  As  is  always  the  case, 
these  objectives  compete  one  with  the  other.  This  is  funded  at  what 
we  think  is  an  appropriate  level  given  the  concern  we  have  about 
the  proliferation  of  these  weapons. 

Mr,  Roth.  Last  year.  Congress  appropriated  some  $800  million 
for  the  former  U.S.S.R.  As  I  understand  it,  about,  only  a  fifth  of 
that  money  has  been  spent.  Why  don't  we  reallocate  some  of  that 
money? 

Mr.  Gallucci.  I  believe  that  over  fiscal  year  1992  and  fiscal  year 
1993  there  were  $400  million  each  in  the  Nunn-Lugar  monies, 
which,  Mr.  Roth,  I  am  assuming  you  are  referring  to? 

Mr.  Roth.  Yes,  I  am. 

Mr.  Gallucci.  These  monies  are  in  various  stages  of  obligation, 
either  proposed  or  actual  obligations.  In  actual  obligations,  we  have 


11 

just  over  $20  million,  and  in  proposed  obligations  over  $450  mil- 
lion. 

I  can  tell  you,  having  worked  on  one  small  portion  of  that  pro- 
gram before  I  took  my  current  position,  that  some  of  the  difficulty 
clearly  resides  in  negotiating  the  arrangements  that  permit  the 
commitment  of  these  ninds,  that  is  to  say  with  the  recipients,  such 
as  Russia  and  the  others.  It  is  extremely  important  to  us.  The  ob- 
jective of  getting  safe,  secure  dismantlement  of  these  nuclear  weap- 
ons and  these  systems  and  working  out  the  arrangements  is  a  dif- 
ficult diplomatic  task. 

Mr.  Roth.  I  don't  want  to  get  sidelined  here,  but  we  have  a  Gen- 
eral William  Bums.  You  are  acquainted  with  his  work? 

Mr.  Gallucci.  Certainly  am. 

Mr.  Roth.  Now,  he  was  telling  us,  or  we  have  information  that 
he  was  supposed  to  be  setting  up  these  systems,  for  example,  in  the 
various  republics,  and  he  needed  computers  in  those  republics  to 
help  him  set  up  the  systems  and  he  could  not  get  the  export  license 
to  get  those  computers  to  those  republics. 

Mr.  Gallucci.  Mr.  Roth,  I  am  unfamiliar  with  the  specific  case, 
but  I  find  that  entirely  plausible  given  the  character  of  the  export 
control  laws,  and  that  is  one  of  the  things  we  are  working  very 
hard  right  now  to  do  something  about. 

Mr.  Roth.  Well,  I  sure  hope  so,  otherwise  there  doesn't  seem  to 
be  any  coordination  here  and  I  lose  confidence  in  what  we  are  try- 
ing to  do. 

Mr.  Gallucci.  Yes,  sir,  we  are  aware  of  that  problem  and  we  are 
working  on  it  just  as  hard  as  we  can. 

Mr.  Roth.  The  chairman,  I  believe,  asked  a  question  about 
COCOM.  What  is  COCOM  going  to  be  contributing  or  can  we  ask 
them  to  contribute?  Have  we  asked  COCOM  to  contribute  to  this 
effort,  out  in  the  countries  in  COCOM? 

Mr.  Gallucci.  One  of  the  purposes  of  this  activity  is  to 
multilateralize  export  control,  and  we  will  be  working  with  the 
other  countries  that  we  cooperate  in  COCOM  to  have  them  contrib- 
ute with  us  to  the  creation  of  export  control  regimes  in  these  other 
countries.  So,  yes  indeed,  we  plan  on  cooperating  with  the  other 
COCOM  coimtries. 

Mr.  Roth.  I  don't  know  if  I  understand  that.  I  will  elucidate  a 
little  more.  Are  we  going  to  work  with  the  present  system,  present 
COCOM  we  have,  or  are  we  going  to  expand  our  program  to  bring 
all  these  countries  into  COCOM?  Is  that  what  you  are  saying? 

Mr.  Gallucci.  Let  me  distinguish  between  the  countries  we  co- 
operate with  in  COCOM  in  export  control  and  the  target  of 
COCOM  controls. 

Earlier  I  was  describing  what  we  see  as  a  clear  need  to  reorient 
the  purpose  of  COCOM  and  decide  even  fundamentally  whether  we 
even  need  a  COCOM  in  the  future.  There  are  some  good  arguments 
for  keeping  COCOM  but  for  changing  its  orientation  in  light  of  the 
disappearance  of  the  Soviet  Union  and  communism  in  the  force  of 
international  politics. 

However,  that  structure  and  the  coordination  we  have  had  over 
these  many  decades  with  other  supplying  countries  can  be  used  to 
work  with  them,  and  that  is  what  I  was  referring  to  now,  work 
with  them  together  to  improve  the  export  control  regfimes  and 
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multilateralize  them  so  that  we  level  the  playing  field  when  we 
ourselves  impose  export  controls  in  the  interest  of  preventing  pro- 
liferation. 

So  that  COCOM  structure,  I  expect,  we  will  be  able  to  use  in 
terms  of  coordination  with  our  allies. 

Mr.  Roth.  So  let  me  see  if  I  understand  this  correctly.  So  you 
are  sajdng  we  are  going  to  look  at  or  attempt  to  expand  COCOM? 

Mr.  Gallucci.  What  I  am  reluctant  to  speak  to  in  any  definitive 
way  is  exactly  what  the  future  of  COCOM  will  be  since  that  is  the 
subject  of  policy  review  right  now. 

I  will  say  that  as  we  look  at  COCOM,  we  see  certain  utilities  to 
that  alliance  relationship  we  have  had  and  we  can  use  it  to  ad- 
vance the  objectives  I  have  described  here. 

Mr.  Roth.  My  time  is  expended,  but  it  would  seem  to  me,  if  that 
is  the  case,  so  we  know  what  we  are  doing,  we  should  wait  and  see 
what  that  policy  review  is  before  Congress  allocates  the  additional 
$50  million. 

Mr.  Gallucci.  If  I  could  offer,  sir,  I  think  that  we  will  try  to 
reach  a  conclusion  with  respect  to  COCOM  that  fits  the  nature  of 
the  world  as  we  have  it  now  and  it  is  not  a  cold  war  relic.  At  the 
same  time,  though,  the  problem  with  the  proliferation  of  these 
weapons  of  mass  destruction  is  with  us,  it  is  in  regions  all  around 
the  world,  even  well  beyond  the  COCOM  target  countries,  and  this 
fund  is  Eiimed  at  that  problem  much  more  broadly  defined. 

Mr.  Roth.  OK,  thank  you  very  much. 

Mr.  Gallucci.  Thank  you. 

Ms.  McKlNNEY  [presiding].  Mr.  Wynn. 

Mr.  Wynn.  Thank  you.  Madam  Chairwoman, 

Mr.  Gallucci,  would  the  recipients  of  this  fund  be  signatures  on 
our  nonproliferation  treaties?  Would  that  be  a  precondition  for  re- 
ceiving aid? 

Mr.  Gallucci.  It  would  not  necessarily  be  a  precondition.  In- 
deed, we  might  want  to  assist  some  countries  that  are  outside  of 
the  nonproliferation  treaty  regime  to  control  their  own  exports.  I 
am  guessing  at  the  thrust  of  your  question — the  reasons  why  you 
might  wish  a  recipient  to  meet  a  certain  test. 

On  the  other  hand,  if  we  had  a  problem  country  and  they  are 
willing  to  fix  their  export  policies,  that  would  serve  our  interests 
independent  of  whether  we  can  at  the  same  time  attract  them  to 
adherence  to  the  treaty  regime. 

Mr.  Wynn.  All  right.  I  notice  a  lot  of  your  discussion  was  ad- 
dressed to  weapons  of  mass  destruction.  How  much  of  this  fund 
will  be  utilized  to  restrict  the  transfer  of  conventional  weapons? 

Mr.  Gallucci.  Mr.  Wynn,  I  don't  have  numbers  broken  out  that 
way.  It  is  very  hard  for  me  to  look  at  the  categories  and  come  to 
an  estimate.  If  you  would  like,  for  the  record  we  could  try  to  do 
that,  but  one  of  the  points  I  was  making  at  the  end  of  my  informal 
remarks  was  that  the  categories  we  have  established  are  somewhat 
flexible  and  in  our  own  mind  we  are  going  to  have  to,  with  this 
being  a  new  fund,  learn  through  experience. 

Our  focus  really  is  on  weapons  of  mass  destruction  rather  than 
conventional  weapons,  but  the  language  would  permit  control  in 
that  area  as  well.  I  am  talking  around  this  rather  than  answering 
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directly  because  I  honestly  don't  have  an  answer  in  terms  of  per- 
centage or  absolute  amount  of  dollars. 

Mr.  Wynn.  Is  it  fair  to  say  most  of  this  aid  package  is  directed 
toward  the  former  Soviet  Union? 

Mr.  Gallucci.  No,  that  I  can  tell  you.  The  purpose  is  not  to  ex- 
clude assistance  to  the  former  Soviet  Union  but  most  specifically  to 
make  money  available  in  this  ftind  for  countries  that  are  not  in  the 
former  Soviet  Union:  countries  in  Eastern  Europe  and  in  other  re- 
gions of  the  world. 

There  is  Nunn-Lugar  money  that  focuses  exclusively  on  the 
former  Soviet  Union  and  what  we  wanted  this  fund  to  do  was  to 
complement  the  Defense  Department's  activities  rather  than  be  re- 
dundant to  them. 

Mr.  Wynn.  Take  for  example  India,  how  would  this  fund  apply 
in  a  situation  such  as  that  where  you  have  a  country  that  has  not 
agreed  to  sign  a  nonproliferation  agreement? 

Mr.  Gallucci.  OK  Let's  take  a  country  that  is  not  a  party  to  the 
nonproliferation  treaty,  and  we  have  a  number  that  are  of  con- 
cern— ^Argentina,  Brazil,  Pakistan,  India — any  number  of  these 
countries.  The  four  they  mentioned  are  capable  of  making  exports 
which  would  contribute  to  the  proliferation  of  chemical,  biological, 
nuclear  weapons  or  ballistic  missiles. 

In  consultations  with  these  countries,  if  it  were  determined  that 
they  had  an  interest  in  joining  the  rest  of  the  international  commu- 
nity in  controlling  exports  but  lacked  the  capability,  either  tech- 
nically, in  terms  of  equipment,  intellectually,  in  terms  of  the  regu- 
lations, we  could  use  this  money  to  assist  them  to  join  the  inter- 
national community  in  controlling  these  exports. 

Very  recently  the  MTCR,  the  Missile  Technology  Control  Regime, 
meeting  in  Canberra,  endorsed  the  ultimate  membership  of  Argen- 
tina based  on  its  performance  most  recently  in  joining  that  regime. 
This  is  a  regime  that  aims  at  controlling  exports  that  might  con- 
tribute to  the  proliferation  of  ballistic  missiles. 

Argentina  is  not  a  party  to  the  nonproliferation  treaW.  In  joining 
this  regime,  it  may  need  help  in  implementing  the  undertakings  it 
makes  vmder  its  adherence  to  the  MTCR.  While  it  is  not  a  member 
of  the  nonproliferation  treaty,  we  would  want  to  help  it,  notwith- 
standing its  NPT  posture. 

Mr.  Wynn,  Have  you  had  any  overtures  from  any  of  the  four 
countries  that  you  just  mentioned  indicating  that  they  would  like 
or  soliciting  this  kind  of  help? 

Mr.  Galluccl  We  have.  I  can  tell  you  for  a  fact  that  we  have 
had  export  control  consultations  with  both  India  and  Argentina  and 
we  may  well  have  with  the  other  two  and  others  which  I  could  not 
confirm  for  you  right  at  this  moment,  but  I  am  aware  of  at  least 
consultations  on  export  control  with  those  countries. 

Whether  specifically  those  consultations  resulted  in  a  conclusion 
that  they  needed  specific  assistance,  I  could  not  determine  and  tell 
you  at  this  moment.  I  did  not  come  prepared  today  to  describe 
which  countries  would  be  a  recipient  of  these  funds,  just  the  char- 
acter of  the  assistance  we  hope  to  provide  and  a  firm  belief  that 
there  is  a  world  of  need  for  this  kind  of  money.  This  is  best  per- 
ceived as  seed  money,  front  end  load  money  in  which  we  will  need 
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to  encourage  other  countries  ultimately  to  join  us  to  provide  the 
kind  of  assistance  to  make  these  regimes  successful. 

Mr,  Wynn.  Thank  you  very  much.  Thank  you,  Madam  Chair- 
woman. 

Mr.  Gallucci.  Thank  you. 

Ms.  McKlNNEY.  Thank  you,  Mr.  Ballenger. 

Mr.  Ballenger.  Thank  you.  Madam  Chairwoman. 

Mr.  Gallucci,  in  the  discussion  you  just  had  with  Mr.  Roth,  it  was 
mentioned  that  $800  million  of  Nunn-Lugar  money  was  put  into 
the  pot,  I  guess,  to  be  involved  in  cleaning  up  the  four  Russian 
states  that  nave  nuclear  warheads  and  you  said  that  there  was  an 
actual  spending  of  about  $20  million  with  a  commitment  of  about 
$400  million? 

Mr.  Gallucci.  No,  I  have  obligations.  Actual  obligations  as  of 
December  31,  1992,  were  $20,383,000.  Obligations  proposed  as  of 
April  6,  1993,  $452,790,000. 

Mr.  Ballenger.  Does  that  include  the  $20  million? 

Mr.  Gallucci.  That  is  a  good  question  and  I  wish  I  could  tell  you 
the  answer  definitively.  Sir,  I  don't  know  the  answer.  I  would  not 
want  to  guess  at  it. 

Mr.  Ballenger.  Anyhow,  let  me  just  say  that  roughly  a  little 
over  half  of  it  anyhow  is  committed  and  there  is  going  to  be  a  re- 
quest for  $400  million  more. 

As  a  businessman  who  projects  the  usage  of  the  money  and  real- 
izing that  I  think  the  Defense  Department  has  got  a  hold  of  the 
purse  strings  as  far  as  this  operation  is  concerned,  but  roughly 
speaking  with  what,  $370  million  left  for  commitments  for  this 
coming  year,  doesn't  it  seem  a  little  strange  that  you  all  would 
need  $50  million? 

I  mean,  there  is  such  a  great  working  relationship,  since  our 
chairman  is  gone,  between  your  Defense  Department  and  the  State 
Department  now  that  we  have  a  democratic  majority,  I  mean  a 
democratic  President  in  Congress  and  so  forth,  wouldn't  it  seem 
much  more  sensible  to  use  some  of  that  money  that  the  defense  has 
got  control  of? 

Mr.  Gallucci.  I  would  make  two  points,  Mr.  Ballenger,  in  that 
connection.  One  is  that  the  $50  million  that  we  are  seeking  for  the 
nonproliferation  disarmament  fund  for  the  Department  of  State,  is 
aimed  principally  at  states  other  than  the  Nunn-Lugar  targeted 
states.  The  Nunn-Lugar  money  is  limited  in  terms  of  where  it  can 
be  spent. 

Mr.  Ballenger.  How  many  missiles  are  there  outside  the  Nunn- 
Lugar  states? 

Mr.  Gallucci.  A  great  many,  sir,  because  we  were  not  talking 
intercontinental  ballistic  missiles  only,  but  we  are  interested  in 
Scud  and  Scud  variants. 

Mr.  Ballenger.  Are  we  not  talking  nuclear? 

Mr.  Gallucci.  Nuclear  are  not  excluded  but  we  are  not  limiting 
this  to  nuclear.  We  are  interested  here  in  this  fund  in  addressing 
the  proliferation  of  conventional  weaponry,  weapons  of  mass  de- 
struction, and  I  would  say  particularly  ballistic  missiles  that  can 
deliver  those  weapons;  but  not  necessarily  only  weapons  that  carry 
nuclear  warheads. 
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But  an  additional  point,  if  I  could.  The  Nunn-Lugar  money  has 
been  committed  to  some  degree,  as  I  have  described.  The  need  for 
this  money  is  great  and  clear  and  it  is  of  vital  interest  to  the  na- 
tional security  of  the  United  States.  I  am  convinced,  and  the  ad- 
ministration is  convinced,  that  safe  and  secure  dismantlement  of 
the  central  systems  of  the  former  Soviet  Union  is  the  highest  prior- 
ity that  we  have.  And  this  money  is  essential  to  that.  We  are  mak- 
ing an  effort  to  broaden  the  participation  of  our  allies  in  providing 
ftinds  so  that  that  need  can  be  addressed. 

It  is  an  extremely,  in  my  view,  efficient  use  of  money.  I  recognize 
these  are  large  sums  of  money,  but  this  is  an  efficient  way  of  using 
it  for  the  destruction  of  these  weapons  that  have  threatened  us  for 
so  many  decades. 

Mr.  Ballenger.  I  would  recognize  that,  and  surely  somewhere 
down  the  road  we  figured  out  now  to  disarm  them  and  destroy 
them.  Do  we  have  a  projected  time  schedule  to  use  up  the — I  mean, 
we  can  come  up  with  an  additional  $400  million  and  an  increased 
expenditure  as  a  request,  how  many  have  we  destroyed? 

Mr.  Gallucci.  Mr.  Ballenger,  let  me  make  a  point  about  the 
timeframe  here.  This  dismantlement  is  occurring  in  the  context  of 
negotiated  arms  control  treaties — not  exclusively  but  primarily  the 
START  I  Treaty  and  eventually  we  certainly  hope  the  START  II 
Treaty.  So  the  timeframe  is  roughlv  out  to  the  year  2003.  With 
some  of  the  countries  under  the  Lisbon  Protocol,  the  timeframe  is 
only  7  years  away.  And  less  if  we  can  make  it  less. 

Our  interest,  of  course,  is  to  expedite  this  as  quickly  as  possible, 
and  every  one  of  those  missiles  dismantled  and  taken  apart  and  de- 
stroyed, and  warheads,  adds  to  our  safety  and  security.  So  that  is 
the  orientation. 

In  terms  of  actual  numbers,  dismantlement  and  destruction  of 
both  tactical  and  strategic  nuclear  weaponry  has  already  begun.  I 
want  to  emphasize  also  that  this  is  not  only  aimed  at  the  nuclear 
weaponry,  which  is  our  proper  focus,  but  there  is  an  enormous  in- 
ventory of  chemical  weapons  in  the  former  Soviet  Union  that  must 
be  dealt  with  as  well  as  the  delivery  systems. 

Mr.  Ballenger.  Well,  the  one  thing  that  gets  me  is  we  put  $800 
million  in  and  in  less  than  6  months  we  come  up  with  another  $400 
and  then  you  projected  out  7  years  in  one  thing  and  to  the  year 
2003  on  another.  What  are  you  figuring,  roughly,  $20  million,  $30 
billion  to  do  this? 

Mr.  Gallucci.  I  don't  have  a  figure  of  how  much  it  would  take 
in  terms  of  U.S.  assistance.  I  would  say  that  our  interest  in  this 
is  clearly  in  committing  funds  and  committing  the  governments  of 
the  former  Soviet  Union  to  the  destruction  programs.  So  I  don't 
know  that  it  is  fair  to  straight-line  this  as  a  yearly  expenditure. 

Moreover,  as  I  indicated,  we  certainly  hope  to  bring  our  allies 
along,  who  share  with  us  a  substantial  interest  in  having  these 
weapons  destroyed. 

Mr.  Ballenger.  One  more  question.  Would  it  be  possible  legally, 
then,  to  have  a  bill  from  Congress  to  commit  $50  million  of  Nunn- 
Lugar  fiinds  to  accomplish  your  purpose? 

Mr.  Gallucci.  Sir,  legally  I  don't  know  what  the  answer  is.  But 
as  someone  who  also  has  responsibilities,  shared  responsibilities  to 
be  sure,  for  safe,  secure  dismantlement,  I  would  not  be  enthusiastic 
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about  detracting  from  the  central  focus  of  Nunn-Lugar  funding.  I 
would  propose  the  fund  we  are  testifying  on  before  you  today  be 
considered  on  its  merits  separate  from  the  Nunn-Lugar  funding. 

Mr.  Ballenger.  I  was  thinking  instead  of  $400  new  Nunn-Lugar 
funds,  that  we  were  not  really  sure  how  much  you  need,  that  350 
might  be  just  as  good  a  number  and  that  the  money  for  the  State 
Department  could  be  separate  from  that  and  still  get  the  same 
amount  of  money. 

Thank  you.  Madam  Chairwoman. 

Ms.  McKiNNEY.  Thank  you.  Ms.  Cantwell. 

Ms.  Cantwell.  No  questions  for  Mr.  Gallucci. 

Ms.  McKiNNEY.  I  have  a  question.  I  don't  think  I  heard  you  say 
the  number  of  missiles  that  have  been  destroyed  under  Nunn- 
Lugar. 

Mr.  Gallucci.  Ms.  McKinney,  you  didn't  hear  me  say  the  num- 
ber of  missiles  because  I  frankly  don't  know  the  number  of  war- 
heads of  missiles.  What  I  did  say  was  that  both  tactical  nuclear 
and  strategic  nuclear  weapons,  that  the  destruction  of  both  has 
begun. 

Ms.  McKiNNEY.  Mr.  Rohrabacher. 

Mr.  Rohrabacher.  Let  me  see  if  I  have  the  pronunciation  of 
that. 

Mr.  Gallucci.  Gallucci. 

Mr.  Rohrabacher.  Well,  sorry  I  am  here  a  little  late.  Unfortu- 
nately, when  you  are  a  Member  of  Congress,  and  as  our  freshman 
chairman  will  find  out,  they  schedule  these  things  at  the  same 
time. 

I  just  would  like  to  ask  you  a  little  bit  about  the,  perhaps  the 
interdiction  effort  of  materials  that  can  be  threatening  to  mankind, 
nuclear  and  chemical  materials. 

Do  you  and  does  this  government  advocate  the  use  of  force 
against  those  people  who  are  engaged  with  transferring  nuclear  ca- 
pabilities and  chemical  capabilities? 

Mr.  Gallucci.  We  have  in  one  of  the  programs  under  this  fund 
an  allocation  for  enforcement  and  interdiction  programs  and  that 
includes  nuclear  smuggling.  And  under  that  category  for  nuclear 
smuggling,  it  would  be  our  intention  to  assist  states  of  the  former 
Soviet  Union  and  in  Eastern  Europe  in  being  able  to  counter  efforts 
to  smuggle  nuclear  material  out  of  one  of  these  countries  to  an- 
other country  and  move  it  outside  the  material  control  system  of 
these  countries. 

It  would  certainly,  in  my  view,  be  utterly  appropriate  for  law  en- 
forcement entities  in  these  states  to  use  force  to  stop  such  smug- 
gling. We  are,  as  you  might  expect,  quite  concerned  about  the 
smuggling,  particularly  of  fissile  material,  but  of  any  nuclear  mate- 
rial, putting  aside  chemical  and  biological  weapons. 

So  this  is  a  matter  of  some  concern  to  us. 

Mr.  Rohrabacher.  When  you  say  the  police  forces  in  those  coun- 
tries. Well,  what  about  in  the  areas  that  are  where  the  police  forces 
really  don't  have  control  of  the  situation?  Is  the  United  States,  are 
we  moving  into  £in  era  when  we  are  going  to  have  to  commit  the 
seals  or  some  special  unit  in  areas  to  prevent  people  like  Qadhafi 
and  other  nut  cases  from  getting  their  hands  on  nuclear  materials? 
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Mr.  Gallucci.  I  think  our  hope  here,  if  we  are  talking  about  that 
which  might  flow  out  of  the  former  Soviet  Union,  is  to  work  with 
these  governments  of  these  new  states  and  with  the  governments 
in  Eastern  Europe,  to  develop,  first,  the  accountancy  system  so 
they  will  know  if  something  is  missing;  second,  develop  a  special 
capability  to  track  and  interdict  and  assist  them.  Sometimes  it  is 
just  an  information  handling  and  computerization  so  that  they  can 
interdict. 

Obviously,  our  desire  is  not  to  get  to  a  situation  which  has  mate- 
rial far  outside  the  borders  of  these  countries  and  in  which  you  are, 
in  fact,  dealing  with  the  acquisition  of  fissile  material  by  a  country 
such  as  Libya  or  a  country  such  as  Iran.  It  is  precisely  that  out- 
come that  we  are  hoping  to  avoid.  In  that  connection,  that  is  one 
of  the  reasons  I  have  said  this  is  a  relatively  small  amount  of 
money  aimed  at  a  relatively  large  target  in  terms  of  significance 
and  in  importance  to  international  security  as  well  as  our  national 
security. 

Mr.  ROHRABACHER.  So  your  aim  is  to  prevent  the  United  States 
from  being  put  in  a  position  where  we  will  actually  have  to  used 
armed  forces  of  our  own  in  order  to  prevent  this  material  from 
reaching  the  hands  of  people  we  believe  would  be  a  threat  to  civili- 
zation? 

Mr.  Gallucci.  Mr.  Rohrabacher,  one  of  the  ways  of  characteriz- 
ing what  this  whole  effort  is  about,  this  nonproliferation  effort,  is 
to  deal  with  this  problem  while  it  is  a  diplomatic  problem,  before 
the  acquisition  of  these  weapons  and  materials  by  states  forces  us 
to  deal  with  it  as  a  military  problem,  that  is  correct. 

Mr.  Rohrabacher.  Let  me  note  in  the  future,  as  much  as  we 
want  to  accomplish  that,  that  I  think  that  Presidents  and  leaders 
of  our  country  are  going  to  face  decisions  in  the  future  that  other 
Presidents  have  not  had  to  face,  and  the  courage  and  good  judg- 
ment in  situations  like  this  that  we  will  require  of  our  leaders  will 
go  way  beyond  when  it  was  one  state  versus  another,  when  we 
have  to  basically  make  a  decision  that  certain  governments  will  not 
get  their  hands  on  material  that  will  permit  them  to  make  an 
atomic  bomb  and  we  would  be  willing  to  use  American  forces  in  an 
effort  to  prevent  that.  Those  are  not  decisions  we  have  had  to  make 
before. 

Mr.  Galluccl  I  think  our  objective  here,  as  I  have  said,  is  to  de- 
crease the  likelihood  and  diminish  the  number  of  cases  in  which 
such  decisions  would  have  to  be  made. 

Mr.  Rohrabacher.  Thank  you  very  much. 

Mr.  Galluccl  Thank  you. 

Ms.  McItoWEY.  Mr.  Roth. 

Mr.  Roth.  Thank  you.  Madam  Chair. 

Mr.  Gallucci,  I  just  have  one  short  question.  These  hearings 
search  a  number  of  purposes,  one  for  you  to  enlighten  us  and  for 
us  to  some  degree  sensitize  you  to  the  problems  we  are  faced  with 
because  after  all  we  are  all  working  together;  right? 

Mr.  Galluccl  Yes,  sir. 

Mr.  Roth.  You  read  the  local  newspaper,  Washington  Post  espe- 
cially, as  it  deals  with  foreign  aid  and  so  on.  Do  you  have  a  chance 
to  follow  that? 

Mr.  Galluccl  I  try  to,  sir. 
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Mr.  Roth.  Try  to.  Outside  of  the  900  foreign  aid  lobbyists  here 
in  Washington  and  outside  of  the  bureaucrats  nere  within  the  Belt- 
way, there  is  not  a  great  deal  of  support  for  foreign  aid  with  the 
taxpayers.  In  fact,  I  don't  know  what  word  to  use,  maybe  it  is 
abhor,  dislike,  disdain,  but  that  is  what  people  tell  me  about  for- 
eign aid. 

I  noticed  that  in  Friday's  paper  even  the  local  liberal  newspaper, 
the  Washington  Post,  had  an  editorial,  "Do  Something  About  For- 
eign Aid".  They  talked  about  AID,  14  separate  AID  management 
studies,  7  different  AID  Inspector  Generals,  I  don't  know  how  many 
task  forces,  House  Foreign  Affairs  Committee  study,  Carlucci  Com- 
mission, Senate  Foreign  Relations,  goes  down  all  these  various 
studies,  8  years  and  all  the  recommendations,  yet  nothing  is  done. 

How  would  you  respond  to  an  editorial  like  that? 

Mr.  Gallucci.  I  think  this  administration  is  in  fact  trying  to  do 
something  bv  restructuring  the  foreign  assistance  budget  into  cat- 
egories which  reflect  concerns  that  not  only  the  administration,  but 
also  the  Congress  and  the  American  people  will  share.  And  I  be- 
lieve that  is  our  intent  and  I  think  that  is  the  direction  we  are 
headed. 

Mr.  Roth.  Well,  my  advice,  then,  would  be  to  wait  and  see  what 
the  recommendations  are  before  we  allocate  any  more  money.  Be- 
cause I  don't  have  a  great  deal  of  confidence  that  the  administra- 
tion is  going  to  do  that.  Not  because  I  am  from  the  other  party,  but 
I  have  been  around  here  long  enough  to  know  that  things  just  get 
reshuffled  and  nobody  cares.  And  the  people  in  this  country  are 
getting  so  mad  at  Congress  that  they  are  going  to  start  marching 
on  Washington  and  I  know  a  lot  of  people  chuckle,  but  when  I  go 
back  home,  I  have  never  felt  anger  like  this  among  the  American 
people  that  I  feel  today,  and  it  is  getting  worse. 

And  a  blind  man  can  see  what  is  happening  here.  We  cannot  con- 
tinue with  the  programs  the  way  we  are.  We  cannot  shuffle 
around.  You  know,  people  come  in  here,  OK,  give  me  $50  million 
more.  There  is  no  budget. 

I  am  not  trying  to  he  argumentative  or  hold  you  responsible.  I 
am  saying  how  I  feel.  When  Gejdenson  says  you  don't  pull  from  the 
air  and  here  is  $50  million,  I  am  not  so  sure  that  is  not  the  way 
it  is  done. 

I  just  want  to  leave  you  with  my  feelings.  I  am  saying  that  I 
know  you  are  a  dedicated  person,  you  are  trying  your  best,  but  the 
politics  of  the  past  is  not  going  to  work.  We  are  living  in  a  new 
world  and  we  have  to  address  that.  The  American  people  just  won't 
stand  for  it. 

Mr.  Gallucci.  Mr.  Roth,  if  I  could  say  one  thing  in  response.  I 
think  we  are  aware,  as  everyone  else,  every  American  is,  of  the 
pressures  on  the  budget  and  government  expenditures.  I  am  here 
to  defend  one  program  for  $50  million,  and  it  is  a  program  I  believe 
in,  and  one  I  believe  I  would  be  prepared  to  try  to  sell  to  your  con- 
stituents or  anybody  else's  in  terms  of  its  importance  to  protecting 
the  national  security.  I  think  the  arguments  have  to  be  stronger 
than  ever  these  days  and  they  ought  to  be  clear  and  understand- 
able by  the  average  American. 

I  am  confident  that  this  program  would  meet  that  test. 

Mr.  Roth.  Thank  you  very  much. 
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Mr.  Gallucci.  Thank  you. 

Ms.  McKlNNEY.  We  will  now  hear  from  panel  number  three,  Dr. 
Later  Saiers,  Acting  Director,  Agency  for  International  Develop- 
ment; Peter  Kimm,  Director  of  Housing  and  Urban  Programs, 
Agency  for  International  Development;  Nancy  Frame,  Deputy  Di- 
rector, Trade  and  Development  Agency;  Jane  Chalmers,  Acting 
Cxeneral  Counsel,  Overseas  Private  Investment  Corporation. 

As  soon  as  Mr.  Saiers  is  ready,  we  can  begin. 

STATEMENT  OF  LARRY  SAIERS,  ACTING  DIRECTOR,  POLICY 
DIRECTORATE,  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

Mr.  Sabers.  Thank  you.  Madam  Chairwoman.  I  appreciate  the 
opportunity  to  testify  before  the  subcommittee  on  issues  concerning 
aid's  role  in  sustainable  development  and  U.S.  export  promotion. 
I  am  joined  today  by  Peter  Kimm,  who  is  the  Director  of  AID's  Of- 
fice of  Housing  and  Urban  Programs  who  will  address  the  sub- 
committee's questions  on  those  programs. 

Madam  Chairwoman,  exports  are  increasingly  important  to  the 
United  States  and  the  U.S.  economy.  Our  exports  are  up  by  nearly 
21  percent  in  real  terms  since  1989  and  exports  accounted  for  over 
85  percent  of  the  increase  in  the  U.S.  gross  domestic  product  since 
1989.  Less  developed  countries  are  increasingly  important  as  U.S. 
export  markets. 

According  to  the  U.S.  Trade  Representative's  annual  report,  U.S. 
exports  to  LDC's  rose  41.5  percent  in  the  last  3  years  and  13.5  per- 
cent last  year  alone.  At  the  same  time,  over  the  past  3  years  our 
exports  to  other  developed  countries  rose  a  total  of  13.7  percent, 
the  same  increase  over  a  3-year  period  that  was  achieved  in  our  ex- 
ports to  less  developed  countries  in  1  year. 

Besides  the  more  advanced  developing  countries,  such  as  Mexico 
and  the  ASEAN  countries,  other  LDCs  are  also  growing  markets. 
U.S.  exports  have  grown  steadily  over  the  past  few  years  across  all 
of  the  developing  country  regions,  whether  Asia,  Africa  or  Latin 
America.  The  Mexicos  and  ASEAN  countries  of  tomorrow  are  being 
created  even  as  we  speak  and  AID  is  playing  a  key  role  in  the  proc- 
ess of  sustainable  growth  and  development  in  such  countries. 

How  has  all  this  happened?  The  backbone  of  sustainability, 
growth  and  development  is  expanding  people's  opportunities  and 
their  ability  to  respond  to  them. 

On  the  one  hand,  the  process  of  expanding  human  capacities,  ac- 
cess to  education,  health  care-  and  reproductive  choice  increases 
productivity  and  gives  people  choices  in  how  to  order  their  own 
lives.  AID  is  the  largest  donor  in  support  of  education  and  family 
planning  programs,  for  instance.  It  has  to  do  with  developing  insti- 
tutional capacities,  accountable  democratic  political  institutions,  ef- 
fective private  sector  institutions  that  offer  jobs  and  produce  need- 
ed goods. 

Tne  second  major  area  is  to  expand  economic  opportunity 
through  growth.  That  is  the  root  of  the  entire  development  process. 
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And  programs  ranging  from  microenterprise  programs  to  help 
the  very  smallest  businesses  create  jobs  and  reduce  unemployment 
to  promoting  of  outward  oriented  economic  policies  at  the  national 
level  form  the  range  of  activities  within  the  area  of  expanding  eco- 
nomic opportunity  through  growth. 

The  outward  oriented  economic  policies  are  particularly  useful. 
In  tiie  10  best  policy  performing  coimtries  in  the  world  that  receive 
AID  assistance,  our  growth  rate  in  exports  was  over  250  percent 
between  1985  and  1992.  In  the  lowest  10,  in  the  poorest  10  per- 
forming countries,  the  growth  in  exports  was  only  30  percent,  one- 
eighth  as  much. 

The  third  point  on  this  whole  question  of  sustainable  growth  is 
that  economic  growth  is  not  sustainable  without  attention  to  the 
environment.  There  has  been  a  long  AID  history  of  addressing  en- 
vironmental concerns;  that  environmental  concerns  receive  priority 
in  our  countiys  development  programs,  and  this  priority  will  con- 
tinue. 

The  less  developed  countries  are  giving  increasing  attention  to 
this  environmental  issue,  and  it  is  reflected  in  the  growing  demand 
for  environmental  technology  and  growing  income  and  opportuni- 
ties for  U.S.  businesses. 

AID  has  assisted  in  creating  these  opportunities  through  its  pri- 
vatization efforts,  through  its  support  to  the  combined  U.S.  efforts 
of  the  Commerce-chaired  Trade  Promotion  Coordinating  Commit- 
tee, and  by  helping  to  supply  access  to  the  Global  Environmental 
Facility  that  makes  worldwide  contracts  available  on  an  untied 
basis. 

But  there  are  a  couple  of  other  important  points  when  it  comes 
to  the  environment  and  technology.  One  of  those  is  that  small  scale 
and  disadvantaged  firms  need  access  to  this  growing  market.  It  is 
that  level  of  U.S.  firm  that  provides,  I  think,  the  best  prospect  for 
growing  exports  for  the  United  States.  And,  secondly,  that  tech- 
nologies offered  on  the  environmental  side  must  not  be  too  sophisti- 
cated or  expensive  for  a  particular  developing  country  to  be  able  to 
absorb  and  to  maintain  and  make  sure  that  it  gets  the  proper  use 
that  was  intended  by  it. 

Without  that,  the  technologies  often  end  up  being  ill-used. 

Madam  Chairwoman,  laying  the  foundation  for  U.S.  exports  is  a 
role  that  probably  20  agencies  of  the  U.S.  Government  are  involved 
in.  aid's  role  in  U.S.  export  promotion  is  indirect.  It  lays  the  foun- 
dation for  more  direct  programs  administered  by  other  USG  agen- 
cies such  as  Commerce,  TDA  and  OPIC,  some  of  which  are  here 
today. 

Our  interventions  help  expand  economic  opportunity  for  people 
in  developing  countries,  making  them  better  customers  for  U.S.  ex- 
ports and  enhancing  investment  climates. 

If  I  could  leave  two  key  messages  from  this  testimony  with  this 
committee  I  would  say  that  AID's  programs  support  countries'  sus- 
tainable growth  and  development  efforts,  thereby  boosting  inter- 
national economic  growth  and  U.S.  exports.  And,  secondly,  that 
sustainability  of  growth  requires  attention  to  environmental  im- 
pacts, and  sustainability  of  environmental  impacts  requires  atten- 
tion to  the  other  supporting  investments  in  a  particular  country's 
context.  That  is,  the  idea  that  development  is  a  very  synergistic  ef- 
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fort,  that  income  growth,  environmental  protection  and  educational 
opportunities  for  the  citizens  of  a  country  are  all  intertwined  and 
cannot  be  disaggregated  very  well. 

We  in  AID  look  forward  to  close  cooperation  with  the  Congress 
in  shaping  the  future  of  foreign  aid  and,  a^sdn.  I  want  to  thank  you 
for  the  opportunity  to  testify.  I  have  submitted  a  written  statement 
that  I  hope  will  be  entered  into  the  record. 

Thank  you,  Madam  Chairwoman. 

Ms.  McKiNNEY.  It  will.  And  thank  you.  Dr.  Saiers.  Mr.  Kimm. 

[The  prepared  statement  of  Mr.  Saiers  appears  in  the  appendix.] 

STATEMENT  OF  PETER  KIMM,  DIRECTOR  OF  HOUSING  AND 
URBAN  PROGRAMS,  AGENCY  FOR  INTERNATIONAL  DEVEL- 
OPMENT 

Thank  you,  Madam  Chairwoman,  members  of  the  subcommittee. 
I  will  briefly  summarize  the  written  statement  that  we  have  sub- 
mitted. 

The  President  has  requested  authorization  and  appropriations 
that  will  permit  $110  million  in  U.S.  Government  guaranteed  loans 
in  fiscal  year  1994.  This  will  require  $16.4  million  of  subsidy  costs 
and  $8.4  million  for  administrative  expenses.  In  addition  to  this 
guarantee  program,  the  AID  Office  of  Housing  manages  the  loan 
guarantee  programs  to  Israel,  which  was  approved  by  Congress  last 
year,  and  which  has  recently  disbursed  $1  billion. 

We  manage  the  $400  million  Israel  housing  guarantee  program 
enacted  in  fiscal  year  1991  and  we  manage  approximately  $250 
million  of  grant-financed  technical  assistance  in  the  housing  and 
urban  sector  worldwide.  Included  in  those  figures  are  the  AID  pro- 
grams in,  and  the  urban  programs  in  the  former  Soviet  Union  re- 
gion, in  Eastern  Europe  and  in  South  Africa. 

In  the  traditional  developing  countries,  as  opposed  to  the  former 
Communist  nations,  we  rarely  finance  directly  the  building  of 
houses  even  though  our  name,  the  Office  of  Housing,  suggests  oth- 
erwise. And,  in  fact,  we  advise  LDC  governments  that  they  should 
cease  building  houses  and  instead  concentrate  their  limited  con- 
struction budgets  below  the  ground  in  urban  water,  sewer,  roadway 
and  slum  upgrading  systems.  The  construction  of  housing  is  then 
better  left  to  the  initiative  of  families  and  the  private  sector. 

We  believe  that  the  introduction  of  this  approach  to  the  housing 
sector  is  a  significant  policy  reform  that  has  been  adopted  by  many 
LDCs  who  are  now  able  to  better  the  lives  of  their  low-income  pop- 
ulations. 

Almost  half  of  the  Third  World  population  lives  in  urban  areas 
and  most  of  them  are  very  poor.  These  numbers  are  rapidly  in- 
creasing, and  this  is  not  necessarily  all  bad.  In  the  cities,  tne  skills 
and  jobs  are  concentrated,  and  growth  and  urbanization  go  hand- 
in-hand.  If  AID  is  to  be  successful  in  achieving  its  goals,  much  of 
it  will  be  measured  on  how  well  cities  perform,  and  I  include  in 
those  goals  the  environment,  democratic  government  and  basic 
human  needs. 

The  Office  of  Housing  assists  in  pursuing  these  goals  by  design- 
ing pilot  projects  that  help  to  fund  urban  infrastructure  on  a  self- 
financing,  sustainable  manner,  projects  which  decentralize  the  de- 
sign and  financial  responsibility  for  infrastructure  from  central 
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governments  directly  to  municipalities,  and  which  provide  experts 
from  organizations  such  as  the  U.S.  International  City  Managers 
Association,  the  National  Associations  of  Realtors,  and  the  National 
Association  of  Home  Builders,  the  Federal  National  Mortgage  Asso- 
ciation, to  help  the  developing  countries  to  prepare  for  these  in- 
creased responsibilities. 

Budget  changes  have  affected  the  housing  guarantee  operation. 
While  in  the  past  we  were  legislated  as  an  off  budget  activity,  we 
have  just  completed  our  first  year  of  operation  on  an  on  budget  pro- 
gram under  the  truth-in-budgeting  rules  and  credit  reform.  Credit 
reform  has  allowed  us  to  pursue  housing  guarantee  programs  with 
all  new  obligations  to  be  supported  witn  annual  appropriations  on 
a  pay-as-you-go  basis. 

Today,  for  every  dollar  of  assistance  provided  by  the  housing 
guarantee  progpram,  0MB  and  the  Congressional  Budget  Office  es- 
timate we  will  need  appropriations  of  approximately  15  cents.  We 
are  proud  of  these  numbers  because  we  believe  that  we  deliver  a 
development  program  with  policy  and  institutional  reform  similar 
to  donor  grant  programs  but  at  a  much  lower  cost. 

Madam  Chairwoman,  we  have  been  given  five  questions  by  the 
subcommittee,  which  I  was  asked  to  aodress  in  my  testimony  and 
which  are  in  my  written  remarks.  I  can  either  go  through  them  or 
stop  at  this  point. 

[The  prepared  statement  of  Mr.  Kimm  appears  in  the  appendix.] 

Ms.  McKiNNEY.  That  is  not  necessary. 

Mr.  Kimm.  Thank  you.  Madam  Chairwoman. 

Ms.  McKlNNEY.  Thank  you.  Ms.  Frame 

STATEMENT  OF  NANCY  FRAME,  DEPUTY  DmECTOR,  TRADE 
AND  DEVELOPMENT  AGENCY 

Ms.  Frame.  Thank  you.  Good  afternoon.  Madam  Chairwoman, 
Mr.  Roth,  other  members  of  the  subcommittee.  It  is  a  pleasure  for 
me  to  be  here  this  afternoon  to  testify  on  behalf  of  the  Trade  and 
Development  Agency,  TDA 

I,  too,  have  submitted  written  testimony  for  the  record  and  I  will 
try  to  keep  my  remarks  brief  so  that  we  leave  some  time  for  ques- 
tions. 

First,  let  me  tell  you  that  we  are  very  pleased  that  the  President 
has  proposed  a  50  percent  increase  in  TDA's  budget  for  fiscal  year 
1994.  A  $60  million  appropriation  we  believe  will  enable  us  to  do 
a  better  job  to  assist  U.S.  companies  to  compete  for  export  opportu- 
nities in  these  large  but  risky  markets  in  the  developing  countries. 

As  you  know.  Madam  Chairwoman,  TDA  is  a  commercially  ori- 
ented foreign  assistance  program.  Our  grants  enable  developing 
and  middle-income  countries  to  obtain  U.S.  expertise  in  planning 
their  priority  infrastructure  projects.  These  are  projects  that  will 
have  a  significant  impact  on  the  country's  economic  development. 
But,  at  the  same  time,  these  projects  are  also  ones  that  present 
substantial  export  opportunities  for  U.S.  equipment  and  services 
suppliers. 

To  date,  U.S.  exports  associated  with  TDA  projects  are  estimated 
to  be  over  $4.6  billion.  Excluding  TDA  expenditures  from  the  last 
2  years,  and  in  most  cases  it  takes  at  least  2  years  before  the 
projects  that  we  are  involved  in  yield  exports,  TDA  projects  since 
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1980  have  been  associated  with  a  return  of  more  than  $25  in  U.S. 
exports  for  every  TDA  dollar  invested  in  the  projects. 

But  exports  and  jobs  are  only  part  of  the  TDA  story.  To  fully  ap- 
preciate the  important  role  TDA  plays  in  stimulating  the  U.S.  econ- 
omy, I  would  like  to  tell  you  about  TDA's  recent  program  in  the 
former  Soviet  Union,  also  known  as  the  Newly  Independent  States, 
or  the  NIS. 

I  think  as  I  describe  this  program  it  will  illustrate  what  a  small 
amount  of  U.S.  foreign  assistance  can  do  to  help  U.S.  companies  as 
well  as  foreign  countries.  TDA's  approach  in  the  NIS,  as  it  is  else- 
where, is  to  leverage  U.S.  Government  resources  for  the  maximum 
benefit  of  both  the  recipient  country  and  the  U.S.  private  sector. 
We  do  this  primarily  by  providing  grants  for  feasibility  studies  on 
major  infrastructure  and  industrial  projects.  These  studies,  which 
must  be  carried  out  by  U.S.  firms,  are  crucial,  since  they  are  a  pre- 
requisite for  arranging  financing  for  projects. 

Our  basic  operating  premise  is  that  if  U.S.  firms  are  engaged  in 
the  initial  planning  stages  of  a  project,  then  the  likelihood  of  U.S. 
export  sales  and  downstream  activities  related  to  that  project  is 
greatlv  increased. 

TDA  moved  swiftly  to  establish  its  program  in  the  NIS.  In  a  little 
over  a  year,  it  has  become  one  of  our  most  active  programs  in  the 
world.  We  have  funded  24  feasibility  studies  and  a  number  of  other 
activities  totaling  $11  million. 

Despite  the  enormous  opportunities  in  the  NIS,  many  U.S.  com- 
panies understandably  remain  hesitant  to  commit  their  own  re- 
sources in  this  difficult  and  risky  market.  By  providing  grants  for 
project  planning  studies,  TDA  provides  an  incentive  for  U.S.  firms 
that  are  interested  in  developing  business  in  the  NIS  but  are  un- 
able or  unwilling  to  assume  all  of  the  political  and  economic  risks. 

We  also  recognize  that  U.S.  firms  are  operating  in  the  NIS  under 
less  than  favorable  conditions,  vis-a-vis  their  European  and  Japa- 
nese competitors.  For  one  thing,  Russian  and  other  NIS  authorities 
are  used  to  dealing  with  foreign  partners  on  a  government-to-gov- 
emment  basis.  So  that  while  many  U.S.  companies  are  spending 
their  own  resources  to  develop  new  markets  in  the  NIS,  they  find 
they  are  not  always  successful  because  their  competitors  have  the 
direct  or  indirect  support  of  their  governments,  including  both  fi- 
nancial and  political  support. 

Thus,  TDA  participation  can  put  U.S.  companies  on  a  more  equal 
footing  with  their  competition  by  raising  the  profile  of  a  project  in 
the  eyes  of  the  foreign  countries.  We  call  this  wrapping  the  project 
in  the  American  flag.  In  all  of  these  ways,  TDA  helps  American 
companies  overcome  some  of  the  barriers  to  trade  and  investment 
in  the  NIS. 

But  I  would  not  want  you  to  think  that  we  are  focusing  on  the 
NIS  to  the  detriment  of  other  parts  of  the  world.  In  other  regions 
TDA's  program  remains  strong  and  active.  In  fact,  demand  for  our 
program  continues  to  increase  as  more  countries  are  eligible  for 
TDA  assistance,  and  more  companies  know  about  our  program. 

In  Asia,  we  have  focused  our  funding  in  the  energy  sector. 
Projects  we  are  participating  in,  such  as  a  series  of  ASEAN  power 
g^d  interconnection  projects  and  major  energy  efficiency  and  ex- 
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pansion  progframs  in  Thailand  and  Malaysia,  offer  excellent  oppor- 
tunities for  U.S.  companies. 

TDA  is  also  an  active  player  in  the  U.S. -Asia  Environmental 
Partnership.  U.S.  companies  offer  some  of  the  world's  most  ad- 
vanced technologies  in  the  environmental  services  sector.  And  in 
fiscal  year  1992,  TDA  committed  over  $1.7  million  to  environ- 
mental projects  in  this  region  in  support  of  U.S.  companies'  efforts 
to  enter  those  markets. 

TDA's  program  in  Central  and  Eastern  Europe  continues  to  as- 
sist U.S.  companies  provide  advanced  technologies,  goods  and  serv- 
ices to  rebuild  the  infrastructures  of  these  budding  democracies. 
The  projects  we  support  are  varied  from  power  plant  rehabilitation 
in  Lithuania  to  telecommunications  modernization  in  Hungary.  All 
of  these  projects  we  work  on  are  the  top  priorities  in  these  govern- 
ments. 

Latin  America,  of  course,  remains  a  natural  market  for  U.S.  com- 
panies. We  focused  our  efforts  in  Latin  America  on  Mexico,  Chile, 
Argentina  and  Venezuela  because  these  are  the  countries  that  have 
made  the  greatest  gains  in  privatizing  their  industries,  opening 
their  markets  to  foreign  investment  andf  restructuring  their  foreign 
debts. 

As  other  countries  in  the  region  move  in  the  same  direction, 
TDA's  activities  will  also  broaden.  Africa  remains  a  challenge  for 
U.S.  companies.  Competition  continues  to  be  strong  from  Africa's 
historical  European  trading  partners  who  are  active  supporters  of 
commercial  development  in  their  former  colonies.  TDA's  approach 
to  this  region  is  to  take  a  long-term  strategy  and  support  U.S.  com- 
panies in  their  most  competitive  sectors,  such  as  agriculture,  en- 
ergy, mining,  aviation  and  telecommunications. 

m  conclusion,  Madam  Chairwoman,  I  would  like  to  underscore 
our  belief  in  the  special  importance  of  the  trade  and  investment  as- 
sistance that  is  provided  by  TDA  and  the  other  agencies  that  are 
represented  here  today.  In  the  large  but  risky  markets  in  the  de- 
veloping and  emerging  economies  of  the  world,  our  assistance  is 
often  essential  in  facilitating  U.S.  investment  in  exports. 

This  assistance  also  enables  our  private  sector  to  play  an  impor- 
tant role  in  supporting  economic  growth  and  opportimity  around 
the  world. 

Finally,  I  want  to  thank  you  and  the  entire  subcommittee  for  the 
strong  support  that  you  have  provided  to  TDA.  We  look  forward  to 
working  with  you  to  make  our  agency  an  even  more  effective  pro- 
gram. 

Thank  you.  Madam  Chairwoman.  I  would  be  happy  to  answer 
any  questions. 

[The  prepared  statement  of  Ms.  Frame  appears  in  the  appendix.] 

Ms.  McKlNNEY.  Thank  you.  Ms.  Chalmers. 

STATEMENT  OF  JANE  H.  CHALMERS,  ACTING  GENERAL 
COUNSEL,  OVERSEAS  PRIVATE  INVESTMENT  CORPORATION 

Ms.  Chalmers.  Thank  you,  Madam  Chairwoman. 
With  your  permission,  I  will  also  ask  mv  written  statement  be 
submitted  for  the  record  and  I  will  try  to  keep  my  remarks  brief 
Ms.  McKlNNEY.  Without  objection. 
Ms.  Chalmers.  Thank  you. 
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Madam  Chairwoman,  Mr.  Roth,  and  members  of  the  subcommit- 
tee, I  am  honored  to  be  here  today  representing  OPIC  pendin^f  the 
arrival  of  our  new  management.  As  you  know,  President  Chnton 
has  nominated  Ruth  Harkin  to  be  the  next  President  of  OPIC  and 
Christopher  Finn  to  be  the  Executive  Vice  President.  We  look  for- 
ward to  their  arrival  and  to  their  leadership  of  our  agency. 

Let  me  begin  by  expressing  appreciation  to  the  subcommittee  for 
its  diligent  work  last  year  in  getting  the  Jobs  Throupjh  Exports  Act 
passed.  That  act  will  help  make  OPIC  more  effective  in  creating 
jobs  for  American  workers  tmd  strengthening  America's  competi- 
tiveness in  global  markets. 

Your  letter  inviting  us  to  this  hearing  asked  OPIC  to  address  a 
number  of  issues,  some  of  which  are  going  to  be  hard  for  us  to  an- 
swer at  this  point  in  the  transition.  Nevertheless,  I  hope  I  can  help 
you  in  your  task  and  in  the  process  add  to  your  understanding  of 
OPIC's  programs. 

At  the  outset,  for  the  benefit  of  the  new  members  let  me  briefly 
describe  the  Overseas  Private  Investment  Corporation.  It  has  long 
been  recognized  that  American  private  investment  overseas  plays 
a  vital  role  in  economic  development  around  the  world.  American 
private  investment  abroad  can  also  contribute  substantially  to  the 
strength  and  growth  of  the  U.S.  economy  by  improving  American 
competitiveness  in  the  international  marketplace,  increasing  U.S. 
exports  and  thereby  creating  American  jobs. 

OPIC's  role  as  a  U.S.  Grovemment  agency  is  to  encourage  mutu- 
ally beneficial  American  private  investment  in  developing  countries 
and  emerging  democracies.  OPIC  was  established  by  statute  as  a 
separate  agency  in  1969,  but  its  programs  go  back  to  1948  with  the 
Marshall  Plan  efforts  to  help  with  reconstruction  of  postwar  Eu- 
rope. 

Today,  the  United  States  faces  challenges  and  opportunities  that 
are  in  some  respects  comparable  to  those  we  faced  in  the  era  that 
gave  rise  to  the  Marshall  Plan.  Given  the  need  to  increase  Ameri- 
ca's commerce  with  foreign  markets  and  the  rapidly  changing  polit- 
ical conditions  of  today's  world,  OPIC's  risk-management  programs 
have  never  been  more  important. 

OPIC  operates  three  principal  programs.  First,  its  financial  pro- 
gram provides  capital  for  long-term  investment  through  direct 
loans  and  loan  guarantees.  OPIC's  direct  loan  program  is  reserved 
exclusively  to  support  U.S.  small  businesses. 

Second,  OPIC  ensures  private  U.S.  investments  against  a  broad 
range  of  political  risks  including  expropriation  currency  and  con- 
vertibility and  political  violence. 

Finally,  OPIC  provides  a  variety  of  preinvestment  services  that 
help  U.S.  businesses  obtain  the  information  and  guidance  they  may 
need  to  put  together  an  overseas  investment  project. 

In  providing  this  assistance,  OPIC  has  strict  eligibility  require- 
ments. OPIC  screens  out  any  project  that  might  have  a  negative 
impact  on  the  environment  or  on  the  American  economy.  As  a  re- 
sult, OPIC-assisted  projects  provide  significant  benefits  for  the 
United  States. 

Host  country  developmental  effects  are  important  to  OPIC  as 
well.  OPIC-assisted  projects  help  alleviate  two  of  the  most  pressing 
problems  faced  by  developing  countries:  a  chronic  shortage  of  for- 
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eign  exchange,  and  the  widespread  unemplojnnent  and 
underemployment  of  their  people. 

OPIC  operates  at  no  net  cost  to  the  taxpayer.  OPIC  was  created 
in  1969  with  seed  funding  of  $106  million,  all  of  which  has  long 
since  been  returned  to  the  U.S.  Treasury.  Our  capital  and  reserves 
stand  at  more  than  $1.8  billion,  representing  an  excellent  return  on 
the  taxpayers'  original  investment  and  providing  a  strong  financial 
base  to  support  our  activities. 

In  fiscal  year  1992,  OPIC  posted  a  record  net  profit  of  $159.9  mil- 
lion. OPIC  also  paid  a  dividend  of  $17  million  back  to  the  U.S. 
Treasury.  This  is  the  same  amount  that  OPIC  received  as  appro- 
priated funds  in  fiscal  year  1992  imder  the  credit  reform  law. 

During  1992,  OPIC  helped  American  companies  undertake  118 
separate  finance  and  insurance  projects  creating  $8  billion  of  eco- 
nomic development.  These  projects  will  support  more  than  24,000 
person  years  of  U.S.  employment  by  producing  more  than  $3  billion 
in  new  U.S.  manufactured  goods  and  services  for  exports  over  a  5- 
year  period. 

The  number  of  countries  eligible  for  OPIC's  services  and  pro- 
grams continues  to  increase.  By  the  end  of  the  year,  OPIC  was  op- 
erating its  programs  in  140  countries  around  the  world.  Eighteen 
countries  have  been  added  to  this  list  in  the  past  2  years,  including 
all  of  the  Newly  Independent  States  of  the  former  Soviet  Union  ex- 
cept for  Azerbaijan. 

OPIC's  fiscal  year  1992  project  will  also  provide  significant  eco- 
nomic and  social  benefits  for  host  countries,  generating  more  than 
47,000  jobs. 

With  this  general  background,  let  me  briefly  summarize  some 
specific  fiscal  year  1992  highlights  beginning  with  our  activities  in 
the  Newly  In(fependent  States  of  the  former  Soviet  Union. 

Probably  our  most  significant  action  to  date  in  Russia  was  an- 
nounced by  President  Clinton  at  the  recent  U.S. -Russia  summit  in 
Vancouver  with  President  Yeltsin.  OPIC  will  provide  a  $50  million 
loan  guarantee  and  $100  million  in  investment  insurance  coverage 
for  the  Polar  Lights  Project  being  undertaken  by  Conoco  to  support 
a  major  oil  development  and  production  project  critical  to  the  Rus- 
sian energy  sector.  This  would  be  the  first  new  Russian  oil  field  to 
be  developed  by  a  U.S.-Russian  joint  venture.  The  project  is  OPIC's 
first  loan  guarantee  and  represents  the  largest  amount  of  OPIC's 
insurance  coverage  issued  to  date  in  Russia. 

This  project  is  expected  to  create  U.S.  exports  of  $100  million, 
generating  an  estimated  180  U.S.  jobs.  It  will  also  benefit  the  Rus- 
sian economy  and  introduce  important  environmental  safeguards 
through  the  introduction  of  new  technologies. 

There  is  enormous  interest  among  U.S.  investors  in  pursuing 
projects  in  the  former  Soviet  Union.  OPIC  has  registered  over  400 
potential  insurance  projects  in  the  former  Soviet  Union,  totaling 
$28  billion  in  anticipated  investment,  representing  more  than  a 
quarter  of  our  total  registrations  worldwide.  While  only  a  fraction 
of  re^stered  projects  can  be  expected  to  go  forward,  these  numbers 
are  indicative  of  the  level  of  interest  in  the  region  relative  to 
OPIC's  experience  elsewhere  in  the  world. 

At  the  same  time,  OPIC  has  not  neglected  its  mission  to  provide 
assistance  in  other  parts  of  the  world,  including  Africa. 
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For  the  first  time  since  most  of  Africa  became  independent,  the 
private  sector  is  coming  to  the  forefront  of  development  strategies 
throughout  that  continent.  From  Sierra  Leone  to  Uganda,  African 
countries  have  begun  to  free  prices,  open  markets  and  initiate  pri- 
vatization programs — all  necessary  strategies  to  free  up  their  pro- 
ductive capacity  and  lay  the  groundwork  for  more  economic  growth. 

OPIC  has  responded  to  these  positive  changes  in  Africa  by  deep- 
ening its  already  significant  commitments  to  the  region.  In  fiscal 
year  1992,  we  supported  22  Afi-ican  projects,  more  than  double  the 
number  assisted  in  the  previous  year. 

For  example,  in  Ghana,  we  supported  a  small  investment  in  a  ve- 
hicle distributorship  that  will  result  in  U.S.  exports  in  excess  of  $3 
million  during  the  first  5  years  of  project  operations.  This  project 
helped  U.S.  auto  manufacturers,  including  Chrysler,  Jeep  and  Gen- 
eral Motors,  to  expand  their  export  sales. 

In  addition,  related  joint  venture  agreements  with  U.S.  tire,  tool 
and  spare  parts  manufacturers  will  enable  the  distributorship  to 
service  its  American-made  products  better  and  to  compete  more  ef- 
fectively with  its  Japanese  and  European  counterparts. 

Similar  things  are  happening  in  Latin  America,  where  economic 
reforms  have  expanded  commercial  opportunities  by  creating  more 
favorable  investment  climates. 

OPIC  made  direct  loans  and  investment  guarantees  to  support 
projects  in  sectors  ranring  from  telecommunications  to  tourism 
that  will  result  in  significant  private  sector  involvement  in  indus- 
tries traditionally  dominated  by  state-owned  enterprises. 

OPIC  continues  to  work  with  the  U.S.  private  sector  to  leverage 
its  resources  by  developing  private  sources  of  capital  to  target  in- 
vestment in  new,  expanding  or  privatizing  enterprises  in  specific 
regions  or  sectors  through  its  family  of  growth  funds. 

Ms.  McKiNNEY.  Ms.  Chalmers,  we  can  accept  the  remainder  of 
your  testimony,  if  you  would  like. 

Ms.  Chalmers.  Thank  you  very  much. 

[The  prepared  statement  of  Ms.  Chalmers  appears  in  the  appen- 
dix.] 

Ms.  McKlNNEY.  Thank  you. 

Do  you  require  any  new  authorization  for  this  year? 

Ms.  Chalmers.  As  you  are  aware,  the  Jobs  Through  Exports  Act 
that  was  passed  last  year  gave. OPIC  a  2-year  authorization  which 
takes  it  through  the  end  of  September  of  1994.  The  administration 
does  not  have  any  additional  request  for  authority  at  this  time. 

Ms.  Mc Kinney.  Great. 

Because  of  the  kindness  of  our  Ranking  Member,  we  are  going 
to  allow  Ms.  Cantwell  to  go  first. 

Ms.  Cantwell.  Thank  you.  Madam  Chair.  I  appreciate  that. 

I  have  a  question  for  Dr.  Saiers,  and  appreciate  the  panel  being 
here  today  to  inform  us  of  the  changes  and  some  of  the  initiatives 
being  undertaken. 

I  know  the  administration  is  obviously  going  to  look  at  major  re- 
forms in  how  we  conduct  our  foreign  aid  programs,  but  I  guess  spe- 
cifically I  am  interested,  I  have  heard  some  comments  about  how 
the  Private  Enterprise  Bureau  is  already  undergoing  some 
changes,  and  I  was  hoping.  Dr.  Saiers,  you  could  tell  us  about  that. 
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And  given  the  fact  that  the  administration  is  focusing  on  the 
types  of  initiatives  we  would  like  to  see  in  the  former  Soviet  Union, 
how  would  you  envision  the  management  and  oversight  of  that  pro- 
gram? 

Mr.  Saiers.  Well,  Ms.  Cantwell,  we  have  all  heard  the  rumors 
about  the  premature  demise  of  the  Private  Enterprise  Bureau  in 
the  agency  and,  the  fact  is,  there  has  not  been  a  decision  made  one 
way  or  the  other  as  to  what  will  happen  with  the  Private  Enter- 
prise Bureau  or  the  programs  that  are  still  in  the  budget  there.  So 
that  I  think  it  is  premature. 

Brian  Atwood,  at  his  confirmation  hearing  last  week  as  adminis- 
trator of  AID,  said  he  will  be  looking  into  these  issues  as  a  first 
priority  as  he  comes  on  board.  But  I  don't  think  it  is  fair  at  this 
stage  to  speculate  one  way  or  the  other  as  to  what  ultimately  will 
happen  to  that  bureau.  He  has  not  made  any  decisions  on  it.  He 
has  not  had  discussions,  at  least  at  the  staff  level,  as  to  how  to  go 
about  it.  So  I  would  prefer  not  to  speculate  on  what  ultimately  may 
happen  with  that  bureau. 

Ms.  Cantwell.  Perhaps  you  could  elaborate  a  little  bit.  Who  con- 
trols the  purse  strings  right  now  on  those  grants  and  also  on  the 
TDA  dollars 

Mr.  Saiers.  TDA  dollars,  I  would  ask 

Ms.  Cantwell  [continuing].  For  the  fornier  Soviet  Union.  I  have 
several  constituents  who  are  concerned  about  grants  now  being 
held  up,  which  seems  to  be  internal  turf  battles,  and  I  would  be 
happy  to  provide  you  with  information  of  these  particular  grants, 
but  I  am  concerned  that  as  we  go  through  this  process,  that  we 
give  a  clear  signal  to  those  who  are  out  there  organizing  what  I 
think  are  very  constructive  efforts  at  investment  in  the  former  So- 
viet Union. 

Mr.  Saiers.  The  progn*ams  that  are  managed  by  AID  in  the 
former  Soviet  Union  are  decided  upon  in  a  working  group  under 
the  chairmanship  of  the  State  Department,  working  with  AID  and 
other  agencies  that  operate  in  the  former  Soviet  Union,  and  the  de- 
cisions are  made  for  programs  in  that  working  group  environment. 

AID  has  the  fiduciary  responsibility  for  those  programs,  but  the 
overall  decisionmaking  process  is  done  in  a  broader  context. 

Ms.  Cantwell.  Well,  so,  is  it  possible,  then,  that  the  NIS  task 
force  could  be  holding  up  some  funds  from  the  Private  Enterprise 
Bureau? 

Mr.  Saiers.  I  suppose  that  is  possible  but,  to  my  knowledge,  I 
don't  know  of  any  cases  where,  in  fact,  that  is  being  done. 

Ms.  Cantwell.  Ms.  Frame,  are  you  getting  the  dollars  you  need? 

Ms.  Frame.  Ms.  Cantwell,  TDA  has  already  obligated  about  $4.5 
million  to  the  NIS  countries.  That  is  the  amount  that  we  allocated 
for  the  NIS  this  year. 

We  are  anticipating  a  transfer  of  between  $2  and  $4  million  from 
AID,  and  we  understand  that  will  be  coming  in  the  next  several 
weeks. 

Mr.  Saiers.  Ms.  Cantwell,  I  think  if  there  is  a  problem  there  are 
over  500  proposals  that  have  been  received  for  assistance  to  the 
former  Soviet  Union  from  outside  groups  seeking  assistance  and,  to 
the  extent  there  are  hold-ups,  it  may  be  due  just  to  the  fact  of  the 
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sheer  volume  of  requests  that  have  come  in  that  have  to  be  re- 
viewed to  decide  which  of  those  are  the  most  worthy  of  funding. 

But,  other  than  that,  I  don't  know  of  any  specific  reason  why  pro- 
grams would  be  held  up  other  than  just  the  queuing  problem  of  so 
many  requests  coming  in. 

Ms.  Cantwell.  Perhaps  we  could  work  with  your  staff  on  that. 

Thank  you. 

Ms.  McKlNNEY.  Mr.  Roth. 

Mr.  Roth.  Well,  thank  you,  Madam  Chairman. 

Ms.  Chalmers,  your  Jobs  Through  Exports  bill  is  a  good  piece  of 
legislation.  I  am  glad  to  see  you  working  on  it  because  it  creates 
jobs  in  America  and  I  think  that  is  what  is  important  on  it.  So  I 
appreciate  your  work  in  that  area. 

It  amazes  me,  however,  whenever  we  have  these  hearings  you 
have  people  saying  all  the  great  things  we  are  doing  overseas,  we 
are  doing  this,  we  are  getting  microenterprise,  housing  guarantees, 
pipelines,  and  then  I  see  things  in  the  newspaper,  for  example  in 
L.A.,  after  defining  the  employment  needs  in  South  Los  Angeles, 
95,000  jobs,  only  a  few  thousand  were  delivered.  Elected  Demo- 
cratic President  Bill  Clinton  made  the  unspoken  deal  with  commu- 
nity and  he  said.  Vote  for  me  as  if  your  life  depended  on  it,  and 
he  courted  the  Reagan  Democrats  and  he  said,  Life  is  going  to  be 
better;  wait  until  after  the  election. 

Now  the  question  I  have,  Mr.  Kimm,  you  had  mentioned  your 
housing  guarantees,  do  we  have  an  equivalent  program  for  Ameri- 
cans? 

Mr.  KiMM.  Not  as  part  of  the  Foreign  Assistance  Act. 

Mr.  Roth.  Well,  of  course  not.  Maybe  if  Americans  were  getting 
foreign  assistance,  we  would  pay  more  attention  to  them. 

But  I  have  a  question.  I  am  just  asking  you,  do  you  know  of  any 
program  that  gives  these  benefits  to  Americans? 

Mr.  KiMM,  I  think  the  program  is  modeled  in  a  general  way 
under  the  FHA,  that  is  where  the  U.S.  Grovernment  guarantees 

Mr.  Roth.  That  is  barnyard  stuff.  I  am  asking  you  a  question, 
sir,  do  you  know  of  any  program  that  is  giving  Americans  the  same 
benefits  we  give  to  foreign  people? 

Mr.  KiMM.  I  have  no  mrther  answer  to  that. 

Mr.  Roth.  Of  course  the  answer  is  no,  then.  You  need  these  ap- 
propriations to  cover  any  lossos  or  anticipated  losses  on  these  guar- 
antees? 

Mr.  KiMM.  Right. 

Mr.  Roth.  You  do? 

Mr.  Kimm.  Yes. 

Mr.  Roth.  So  the  American  taxpayer  is  getting  a  double  wham- 
my.  First  he  is  giving  all  kinds  of  guarantees  and  then  he  has  to 
pick  up  even  the  losses  of  the  guarantees;  is  that  a  correct  interpre- 
tation? 

Mr.  KiMM.  Yes,  sir. 

Mr.  Roth.  No  wonder  the  people  are  upset  in  this  country. 

Dr.  Saiers,  you  are  the  acting  director  of  the  AID. 

Mr.  Saiers.  The  acting  director  for  policy. 

Mr.  Roth.  For  policy.  Well,  you  have  a  very  important  position, 
then.  The  question  I  have  for  you  is  this  article  that  I  saw  in  the 
Washington  Post  dealing  with  "do  something  about  foreign  aid." 
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Well,  they  talk  about  all  the  waste,  fraud  and  abuse,  and  it  says 
that  we  have  had  14  separate  AID  management  studies,  7  different 
AID  Inspector  Grenerals  and,  you  know,  we  have  had  studies  till 
hell  won't  have  it.  What  is  being  done? 

Mr.  Saiers.  Mr.  Roth,  on  the  receiving  end  of  an  awful  lot  of 
these  studies,  I  appreciate  just  how  many  there  have  been.  I  be- 
lieve that  this  administration  has  begun  a  process  to  review  the  en- 
tire U.S.  foreign  assistance  effort.  This  was  originally  called  for  by 
Senator  Leahy,  to  relook  at  what  should  happen  with  foreign  aid 
after  the  demise  of  the  Communist  bloc. 

Deputy  Secretary  of  State  Wharton  has  put  together  a  broad 
team,  a  task  force,  in  which  all  the  agencies  that  have  programs 
in  the  International  Affairs  Function  150  account  have  partici- 
pated, to  look  at  the  relationships  and  the  kinds  of  programs  that 
ought  to  be  supported  in  a  new  vision  and  mission  for  the  foreign 
assistance  program.  They  are  nearing  the  conclusion  of  that  proc- 
ess now. 

Mr.  Roth.  My  dear  friend,  after  all  of  these  studies,  and  we 
have — I  don't  know — reams  and  reams  of  studies,  what  has  been 
done?  What  specific  steps  have  been  taken?  Don't  tell  me  the  an- 
swer is  none. 

Mr.  Saiers.  No,  there  have  been  steps  taken,  Mr.  Roth.  I  think 
many  of  them  are  incomplete.  Many  of  them 

Mr.  Roth.  Give  me  just  one  that  has  been  completed  after  these 
hundreds  of  studies. 

Mr.  Saiers.  There  has  been  put  into  place  a  process  by  which  the 
agency  has  a  much  stronger  capacity  to  measure  what  actually  gets 
accomplished  with  programs.  That  was  a  highlight  in  several  of  the 
early  studies,  that  AID  does  not  understand  and  does  not  learn  its 
lessons  well  from  programs  that  have  been  carried  out  in  the  past. 

There  is  now  a  much  stronger  capacity  to  measure,  to  set  objec- 
tives for  a  particular  country  program  and  to  measure  the  results 
that  come  out  of  those  programs.  About  70  percent  of  the  resources 
in  AID  are  now  covered  under  such  a  program  and  that,  we  hope, 
will  be  up  to  100  percent  within  the  next  year.  That  is  one  exam- 
ple. 

Mr.  Roth.  Actually,  the  answer  is  nothing  has  been  done. 

Here  is  what  really  upsets  me.  We  have  Clifton  Wharton  coming 
back,  as  Christopher  promised,  with  his  study,  and  then,  at  the 
same  time,  another  administration  task  force  is  at  work  on  major 
foreign  aid  reform.  In  other  words,  the  right  hand  doesn't  know 
what  the  left  hand  is  doing.  We  have  all  of  these  studies  and  we 
have  an  agency  filled  with  waste  and  abuse. 

I  had  an  amendment  last  year  in  the  pipeline.  You  have  $8.8  bil- 
lion you  have  had  in  there  for  over  10  years.  GAO  did  a  study  that 
said  after  2  years  all  that  money  ought  to  be  deauthorized.  So  I 
had  an  amendment  on  the  floor  to  deauthorize  it  after  3  years,  so 
that  people  who  didn't  have  the  spine  could  even  vote  for  it.  The 
House  passed  it  and,  in  conference,  they  threw  it  out  again. 

Until  this  Congress  comes  to  people  like  you  and  says.  We  have 
to  make  these  changes;  we  are  not  going  to  stand  for  this  any 
more,  you  will  keep  going  the  same  old  way. 
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Look  at  this.  We  are  marking  up  a  foreign  aid  bill  and  we  don't 
even  have  a  study  done.  This  is  totally  asinine,  and  I  can't  blame 
the  American  people  for  being  upset. 

So  I  have  no  faith  that  you  are  going  to  clean  up.  But  if  you  can 
convince  me  otherwise,  I  would  like  to  hear  an  answer.  I  mean, 
after  all  these  studies,  nothing  is  done?  This  is  just  unbelievable. 

But  I  know  you  have  a  tough  job  and  you  have  other  bosses,  too, 
so  I  appreciate  being  able  to  discuss  that  with  you.  But  I  think  you 
have  to  take  a  look  at  things  like  this,  don't  you? 

Mr.  Saiers.  Absolutely,  Mr.  Roth. 

Mr.  Roth.  Thank  you. 

Thank  you.  Madam  Chairwoman. 

Ms.  McKlNNEY.  Thank  you.  Mr.  Wynn. 

Mr.  Wynn.  Thank  you.  Madam  Chairwoman. 

Dr.  Saiers,  has  there  been  any  shift  in  emphasis  with  respect  to 
developing  countries  away  from  commercial  contracts  and  toward 
education  projects,  things  like  that? 

Mr.  Saiers.  Mr.  Wynn,  there  has  been  a  movement  toward  edu- 
cation programs  over  the  last  several  years  from  a  variety  of 
sources.  As  a  rule,  if  you  look  at  the  overall  budget,  most  oi  our 
resources  go  into  promotion  of  improvement  in  the  social  climate  in 
developing  countries,  and  there  has  been  over  the  last  several 
years  somewhat  of  a  decline  in  the  amount  of  money  going  into 
capital  projects,  if  that  is  what  you  mean  by  the  commercial  pro- 
grams. 

Mr.  Wynn.  There  is  a  decline  in  capital  projects  through  AID; 
why  is  that? 

Mr.  Saiers.  I  think,  Mr.  Wynn,  the  agency  has  worked  to  try  to 
build  its  pro-ams  from  the  bottom  up;  that  is,  what  is  most  need- 
ed in  a  particular  country  at  a  particular  point  in  time.  Some  of 
it  is  happenstance.  It  is,  in  fact,  the  summation  of  what  AID  mis- 
sions believe  are  the  important  issues  to  be  dealt  with,  where  they 
see  the  priorities. 

In  an  age  of  shrinking  budgets,  with  the  expanded  importance 
over  environmental  issues,  the  expanded  importance  over  popu- 
lation issues,  the  expanded  importance  of  health  and  education  is- 
sues, such  as  AIDS,  the  numbers  just  mean  that  as  some  things 
go  up,  other  things,  of  necessity,  will  not  be  able  to  be  maintained. 

Mr.  Wynn.  It  seems  to  be  somewhat  in  direct  contradiction  to  the 
testimony  of  Mrs.  Frame,  who  is  seeking  additional  authority  for 
capital  projects. 

But  my  question  is  really  this.  Doesn't  that  mean  a  net  reduction 
in  the  number  of  commercial  contracts  available  for  U.S.  business- 
men? 

Mr.  Saiers.  Depends  on  how  you  look  at  it,  Mr.  Wynn.  I  believe 
that  the  major  role  that  AID  has  to  play  in  terms  of  promoting  the 
health  of  the  U.S.  economy  is  through  the  demand  side — of  creating 
a  demand  for  U.S.  exports  by  improving  the  growth  rates,  the  in- 
come levels  and  the  living  standards  of  people  in  developing  coun- 
tries. They  become  better  customers  that  wav. 

I  think  that  the  OPIC,  TDA,  Eximbank,  Commerce  Department's 
nexus  of  programs  is  intended  to  spur  the  supply  side,  that  is,  to 
spur  the  promotion  of  exports  more  directly.  We  are  trying  to  cre- 
ate an  improved  market  for  it. 
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And  to  the  extent  that  the  less  developed  countries  have  been 
growing  more  rapidly,  even  in  an  imperfect  overall  environment, 
less  developed  countries  have  become,  one,  the  fastest  growing 
market  for  the  United  States  and,  two,  I  think,  a  market  that  is 
bigger  than  either  the  market  in  Japan  or  the  market  in  Western 
Europe.  So  I  think  it  is  not  inconsistent  that  we  have  different 
mandates  to  try  to  follow. 

Mr.  Wynn.  Well,  I  will  have  to  share  with  you  that  there  is  con- 
cern in  some  sectors  that  the  movement  toward  commercial  devel- 
opment in  Eastern  Europe  as  opposed  to  decline  in  commercial  ac- 
tivity in  developing  countries  represents,  let's  say,  a  disparate  utili- 
zation of  AID  funds. 

Let  me  ask  you  this.  On  page  7  of  your  testimony,  you  indicated 
that  you  have  an  active  Office  of  Small  and  Disadvantaged  Busi- 
ness Utilization.  What  has  been  the  growth  of  disadvantaged  utili- 
zation in  AID  over  the  last  5  years,  or  lack  of  growth,  as  the  case 
may  be? 

Mr.  Saiers.  Mr.  Wynn,  I  would  have  to  provide  the  specifics  on 
that  for  the  record.  What  I  can  say  is  that  there  has  been  very  ac- 
tive participation  in  attempting  to  build  a  broader  understanding 
among  the  small  and  disadvantaged  businesses  in  the  United 
States  about  not  only  AID's  progprams  but  about  programs  of  the 
World  Bank  and  other  donors. 

In  the  last  3  months,  our  Office  of  Small  and  Disadvantaged 
Business  Utilization  has  held  a  seminar  in  Los  Angeles,  for  in- 
stance, in  Los  Angeles  that  between  350  and  400  firms  attended  to 
get  information,  understanding  of  how  to  access  the  resources  in 
those  programs. 

But  the  actual  numbers,  the  dollar  values  of  contracts  that  have 
been  awarded,  I  just  don't  have  the  data  in  front  of  me. 

Mr.  Wynn.  Dr.  Saiers,  let  me  first  compliment  you  on  the  semi- 
nar and,  second,  specifically  request  on  the  record  that  you  provide 
me  with  the  numbers  regarding  minority  business  utilization.  I 
would  like  to  know  specifically  what  the  pattern  has  been  in  terms 
of  the  contracts  to  small  and  disadvantaged  businesses  over  the 
last  5  years. 

Mr.  Saiers.  Be  happy  to  do  that. 

Ms.  McKiNNEY.  If  the  gentleman  would  yield,  I  would  like  to  get 
that  information  too. 

Mr.  Saiers.  We  would  be  happy  to  provide  that. 

[The  information  appears  in  the  appendix.] 

Mr.  Wynn.  Ms.  Frame,  vou  indicate  that  you  would  like  ex- 
panded authority,  or  actually  the  authority  to  provide  guarantees 
and  grants  to  support  capital  projects.  What  would  be  the  risks  as- 
sociated with  this  authority,  with  undertaking  these  kinds  of  guar- 
antees for  capital  projects? 

Ms.  Frame.  Mr.  Wynn,  the  administration  is  not  requesting  ex- 
panded authority  for  TDA.  We  are  requesting  a  50  percent  increase 
in  our  budget,  up  from  $40  million  to  $60  million,  but  we  are  not 
requesting  an  expanded  authority. 

Mr.  Wynn.  Would  you  be  receptive  to  a  grant  of  authority  over 
capital  projects?  And  again,  do  you  see  any  risks  with  having  au- 
thority for  capital  projects? 


33 

Ms.  Frame,  Well,  as  has  been  discussed  already,  the  administra- 
tion is  currently  reviewing  all  of  our  foreign  assistance  programs, 
and  the  President  has  set  a  higli  priority  on  reform  of  foreign  as- 
sistance. So  I  think  we  will  probably  be  discussing  some  new  issues 
with  you. 

At  the  moment,  we  don't  have  a  position  on  gfuarantee  authority 
for  TDA. 

Mr.  Wynn.  Would  your  agency  be  capable  of  carrying  out  that 
kind  of  guarantee  authority?  What  would  be  your  opinion  of  that? 

Ms.  Frame.  If  Congress  were  to  give  us  a  guarantee  authority? 

Mr.  Wynn.  Yes. 

Ms.  Frame.  It  would  certainly  require  some  administrative 
changes,  notably  in  the  area  of  personnel. 

Mr.  Wynn.  How  many  additional  personnel  would  you  say  would 
be  involved? 

Ms.  Frame.  It  would  be  difficult  for  me  to  speculate.  To  the  ex- 
tent we  got  new  authorities,  we  would  certainly  want  to  work  with 
your  committee  and  with  the  business  community  and,  of  course, 
within  the  administration  to  see  what  would  make  sense. 

And  I  would  just  add  that  if  we  were  to  get  any  kind  of  expanded 
authority,  we  would  want  to  carry  that  out  in  a  way  in  which  we 
now  operate,  which  is  to  leverage  money,  to  be  responsive  to  the 
business  community,  to  keep  our  overhead  low,  those  kinds  of 
things. 

Mr.  Wynn.  Thank  you. 

One  final  question  for  Ms.  Chalmers — actually  it  is  a  couple. 
One,  you  said  you  had  a  2-year  authorization.  What  was  the 
amount  of  that  authorization? 

Ms.  Chalmers.  That  was  2-year  operating  authority. 

Mr.  Wynn.  Operating  authority,  excuse  me. 

Ms.  Chalmers.  For  our  programs  to  have  the  legal  authority  to 
continue  to  operate.  I  believe  that  the  total  amount  of  finance  au- 
thority that  was  provided  for  this  year  was  $650  million  for  both 
our  loan  guarantee  and  direct  lending  program, 

Mr.  Wynn,  I  believe  you  said  there  were  no  taxpayer  funds  asso- 
ciated with  that, 

Ms,  Chalmers.  Under  the  credit  reform  law,  beginning  with  the 
last  fiscal  year,  1992,  we  have  required  appropriations  of  the  sub- 
sidy cost  element  for  our  credit  programs  only. 

Mr.  Wynn.  How  much  is  that? 

Ms.  Chalmers,  Last  year  our  total  appropriation  was  about  $17 
million  and  as  I  think  I  mentioned  in  my  testimony,  OPIC  also 
paid  back  to  the  U.S.  Treasury  a  dividend  of  $17  million  to  come 
out  even  with  respect  to  those  funds. 

Mr.  Wynn.  So  we  are  square  there. 

Ms,  Chalmers,  Exactly, 

Mr.  Wynn.  Under  your  finance  program,  what  is  the  criteria  for 
that  program? 

Ms.  Chalmers,  Well,  there  are  a  number  of  different  criteria  for 
the  program.  We  have  two  different  components  to  it.  One  is  a  di- 
rect lending  program  which  has  to  involve  U.S.  small  business 
sponsors.  The  loan  guarantee  progn^am  is  not  limited  to  U,S,  small 
businesses,  but  for  Doth  parts  of  the  finance  program  there  must 
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be  significant  U.S.  company  involvement  in  the  project  in  the  de- 
veloping country. 

We  also  review  all  those  projects  for  the  effect  on  the  U.S.  econ- 
omy, to  establish  that  they  will  not  have  a  detrimental  effect  on 
jobs  in  the  United  States.  We  review  them  for  their  environmental 
impact  in  the  host  country  and  we  review  them  for  their  devel- 
opmental benefits  to  the  host  country. 

In  addition,  we  do  a  very  careful  credit  review  to  establish  that 
the  project  is  projected  to  be  creditworthy,  so  that  we  won't  end  up 
having  losses  on  our  finance  program. 

Mr.  Wynn.  Could  I  ask  you  to  provide  me  with  the  same  data 
that  I  asked  from  Dr.  Saiers  regarding  the  degree  of  minority  par- 
ticipation? 

Ms.  Chalmers.  I  will  be  happy  to  provide  you  what  we  have,  Mr. 
Wynn.  I  believe  that  this  is  not  something  on  which  we  have  kept 
statistics,  but  I  will  be  happy  to  see  what  we  can  give  you. 

[The  information  appears  in  the  appendix.] 

Mr.  Wynn.  OK.  Thank  you. 

Thank  you.  Madam  Chair. 

Ms.  McKlNNEY.  Thank  you.  Mr.  Rohrabacher. 

Mr.  Rohrabacher.  Just  a  note,  and  I  know  that  Mr.  Roth  has 
been  here  for  many  years  and  had  to  go  through  hearings  like  this, 
and  sometimes  it  probably  has  resulted  not  in  skepticism  but  cyni- 
cism about  the  potential  of  certain  government  programs,  not  just 
in  the  foreign  aid  area  but  in  other  areas. 

We  will  be  shifting  on  to  our  grandchildren  $400  billion  worth  of 
debt  this  year,  meaning  the  entire  foreign  aid  budget,  if  you  want 
to  look  at  it  that  way,  will  not  be  paid  by  this  generation  but  will 
be  paid  by  two  generations  to  come.  That  is  one  of  the  reasons  why, 
when  we  are  talking  about  expenditures  overseas,  in  particular,  as 
compared  to  expenditures  that  will  be  spent  right  here,  that  there 
is  a  great  deal  of  care  that  is  taken  in  making  those  decisions. 

Let  me  note  that  I  voted  against  foreign  aid  the  last  two  times 
we  had  a  chance  to  vote  on  it.  I  think  Toby  probably  did  as  well. 
I  think  and  I  would  agree,  and  just  to  put  on  the  record,  I  would 
agree  with  my  colleague  that  at  a  time  like  this,  we  have  to  really 
ensure  that  we  are  not  sending  dollars  overseas  at  a  time  when  we 
are  borrowing  those  dollars  from  our  grandchildren. 

Housing  projects,  whether  housing  in  Israel  or  anywhere  else,  we 
have  housing  problems  in  the  United  States.  We  have  people  who 
are  struggling  to  find  decent  housing  in  the  United  States. 

One  0?  you  mentioned  that,  for  example,  in  the  export  develop- 
ment area,  that  we  received  $25  back  in  actual  import  or  business 
with  our  exporters  for  every  dollar  that  was  spent  in  the  export 
promotion. 

Wouldn't  it  be  fair  for  us  to  assume  that  that  $25  that  is  being 
made  by  private  corporations  and,  thus,  we  are  talking  about  fairly 
wealthy  people  in  our  society  who  end  up  benefiting  directly  by 
that,  and  shouldn't  they  be  then  expected  to  repay  that  money,  that 
$1  of  the  $25  that  was  returned?  Shouldn't  that  be  all  paid  back? 
Who  knows  about  that?  Who  can  comment  to  that? 

Ms.  Frame.  Well,  Mr.  Rohrabacher,  I  think  you  are  referring  to 
the  comment  I  made  in  my  testimony.  What  we  find  is  that  the  $1 
that  TDA  spends  has  replication  effects  all  over  the  United  States, 
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not  just  for  big  companies  but  for  small  and  medium-sized  firms, 
for  small  independent  consultants.  And  so  if  we  put  a  dollar  into 
a  feasibility  study,  if  that  project  moves  forward,  it  may  be  a  large 
company  that  implements  the  project.  For  example,  an  AT&T  may 
do  a  telecommunications  project,  but  they  have  identified  for  us  the 
small  companies  all  over  the  United  States  that  are  benefiting.  It 
means  jobs  for  U.S.  citizens. 

Mr.  ROHRABACHER.  Sure. 

Ms.  Frame.  So  every  export  that  is  created  creates  jobs  for  U.S. 
citizens.  So  that  I  think 

Mr,  ROHRABACHER.  But  the  bottom  line  on  these  companies  that 
are  providing  the  jobs,  they  are  also  providing  profit  for  the  people 
who  own  the  companies.  And  is  the  profit  margin  made  on  this  in 
this  program — I  guess  what  I  am  trying  to  say,  when  you  are  talk- 
ing about  creating  an  economic  situation  with  an  expenditure  of 
money  at  a  time  when  we  are  having  to  borrow  the  money  from 
our  grandchildren,  it  is  not  unreasonable  to  expect  we  would  try  to 
have  that  money  paid  back  by  the  people  that  are  profiting  from 
it.  Would  it  be?  And  has  there  been  steps  to  see  if  that  could  hap- 
pen? 

Ms.  Frame.  Well,  this  is  certainly  an  issue  that  we  have  been 
looking  into,  and  we  would  be  very  happy  to  work  with  this  com- 
mittee in  this  regard.  What  we  have  done  to  date  is  to  cost-share 
with  the  U.S.  firms  that  do  the  feasibility  studies.  As  opposed  to 
putting  the  money  up  front  and  then  having  them  pay  us  back 
later,  which  is  an  administrative  burden,  we  have  required  the 
cost-sharing  up  fi*ont.  So  the  U.S.  Government  puts  in  just  a  small 
portion  or  up  to  half  of  the  feasibility  study. 

The  other  issue  around  this  idea  of  returning  to  the  U.S.  Govern- 
ment the  amount  of  money  we  spend  is  the  fact  that  the  companies 
that  benefit  down  the  road  from  our  studies  aren't  necessarily  the 
companies  that  actually  got  the  grant  to  do  the  feasibility  study. 
So  sometimes  it  is  hard  to  figure  out  who — ^you  know,  it  wouldn't 
really  be  fair  to  have  the  company  that  did  the  study 

Mr.  ROHRABACHER.  There  are  situations — in  dealing  with  our 
AID  budget,  for  example,  we  heard  the  talk  about  the  promotion 
of  U.S.  exports.  You  know,  there  are  some  big  companies  that  end 
up — who  can  promote  their  own  products;  you  know,  they  make  a 
large  profit,  a  big  profit,  and  these  big  companies  end  up  as  we  are 
just  struggling  to  get  enough  money  for  basic  programs. 

I  went  to  a  town  hall  meeting  in  my  district  where  these  fellows 
who — men  and  women,  I  might  add,  who  have  just  served  this 
country  all  their  lives,  teachers  or  in  the  military  or  whatever,  and 
they  can't  pay  for  their  medicine.  And  it  is — vou  know,  it  breaks 
your  heart  to  see  that  there  is  medicine  available,  but  they  can't 
afford  it;  and  then  to  note  that  we  spend,  you  know,  so  many  mil- 
lions of  dollars  so  that  some  company  that  has  a  huge  profit  mar- 
gin can  promote  its  products  overseas,  but  why  can't  they  promote 
their  own  products  overseas. 

And  I  think  what  I  am  talking  about  is  still  part  of  our  AID 
budget  firom  what  I  am  hearing  today.  Am  I  wrong? 

Ms.  Frame.  No,  you  are  correct.  Our  budget  comes  from  foreign 
assistance  appropriations. 
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Mr.  ROHRABACHER.  OK  Well,  I  don't  see  that  American  compa- 
nies that  are  making  large  profits  should  be — should  basically  have 
their  advertising  and  their  promotional  costs  subsidized  By  the 
American  taxpayer,  whether  it  is  overseas  or  here. 

Ms.  Frame.  I  understand  what  you  are  saying.  I  think  we  have 
to  come  back  to  focus  on  what  happens  when  these  companies  ex- 
port goods  overseas,  and  what  happens  is,  these  exports  create 
jobs. 

Mr.  ROHRABACHER.  True. 

Ms.  Frame.  We  had  a  situation  in  the  NIS  where  we  were  help- 
ing a  fairly  large  company  undertake  a  feasibility  study  to  enable 
them  to  move  lorward  on  a  big  pipeline  rehabilitation  project.  But 
as  that  project  moves  forward,  there  is  a  company  in  California 
that  will  supply  some  of  the  products  for  that  project,  and 

Mr.  ROHRABACHER.  But  let  me  note  this. 

Ms.  Frame  [continuing].  If  this  project  moves  forward,  it  will  cre- 
ate 200  new  jobs  in  California. 

Mr.  ROHRABACHER.  Let  me  note  this:  That  same  amount  of 
money,  if  that  money  was  invested  in  anything,  it  would  create  jobs 
an)T)lace.  For  example,  Republicans  are  always  pushing  for — and 
unfortunately  the  Democrats  will  never  give  us  the  chance — of  hav- 
ing enterprise  zones  in  the  inner  city,  and  we  would  like  to  see  in- 
vestment down  there,  and  that  would  create  at  least  an  equal  num- 
ber of  jobs.  I  just  thought  I  would  express  that. 

One  last  thought.  I  know  that  we  want  other  countries  to  de- 
velop, especially  countries  that  are  coming  out  of  tyrannical  and 
communistic  and  other  dictatorial  types  of  regimes,  but  you  know, 
unless — no  matter  how  much  money  we  are  pouring  into  these 
countries — I  mean,  it  is  like — I  guess  I  will  put  it  this  way:  It  is 
like  a  gnat  on  an  elephant's  back,  you  know,  the  impact  that  it  will 
have  on  their  economy,  unless  you  have  got — ^for  example,  I  know 
in  the  Soviet  Union,  imless  you  have  a  stable  currency,  no  matter 
what  we  put  in  there,  it  is  going  to  go  right  down  the  drain  unless 
they  have  a  commercial  code  that  protects  the  rights  of  people  who 
own  property  and  to  settle  disputes  in  a  legal  system. 

You  know,  they  have  got  some  fundamental  reforms  that  have  to 
take  place  in  these  countries,  and  sometimes  I  think  that  if  we 
have  an  aid  program  that  guarantees  the  loans  of  our  own  busi- 
nessmen to  come  over  there,  sometimes  I  think  it  takes  the  pres- 
sure off  them  to  correct  those  very  things  that  are  keeping  the 
businessmen  out  in  the  first  place. 

Gro  right  ahead  and  comment.  I  am  just  throwing  this  out. 

Mr.  Saiers.  I  wasn't  sure  you  were  asking  a  question.  One  does 
have  to  be  careful  that  you  do  not  subsidize  inefficient  systems  and 
corruption,  absolutely.  By  putting  resources  in,  you  help  sustain 
that  inefficient  and  corrupt  svstem.  I  think  that  is  a  major  part, 
Mr.  Rohrabacher,  though,  of  the  new  vision  about  what  is  expected 
of  countries  before  they  are  eligible  to  receive  assistance  in  the  fu- 
ture; and  that  is  that  they  move  toward  more  democratic  and  open 
regimes,  more  accountable  regimes,  ones  that  put  into  place  a  set 
of  economic  policies  which  will  encourage  private  sector  growth  and 
development,  rather  than  a  system  set  up  for  only  a  few. 

I  think  the  world  is  moving  in  that  direction  and  moving  in  that 
direction  very  rapidly. 
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It  is  not  easy.  I  wouldn't  want  to  be  the  person  trying  to  figure 
out  how  to  move  Russia  from  where  it  is  today  to  somewhere  else, 
but  I  think  that  is  the  wave  of  the  future.  I  think  all  of  the  inter- 
national community  recognizes  the  necessity  to  do  that  and  to,  in 
effect,  only  support  those  regimes  that  are  moving  in  that  direction 
and  moving  very  strongly. 

Mr.  ROHRABACHER.  You  are  talking  about  conditionality,  and  I 
would  hope  that  America  never  gets  itself  in  a  position  again,  like 
we  were  in  the  cold  war,  where  we  just  had  to  dish  it  out,  hoping 
we  were  going  to  buy  people  off,  but  conditionality  certainly  is  an 
important  element. 

But  let  me  note  there  is  another  "C"  word  in  there,  and  that  is 
collateral.  These  people  have  mineral  resources,  and  a  lot  of  these 
countries  that  we  are  talking  about  have  mineral  resources  and 
other  resources  and  things  that  they  could  actually  put  up  as  col- 
lateral. I  just  wanted  to  note  that,  as  a  Republican,  I  don't  just 
complain  when — ^you  know,  unfortunately,  people  in  my  party 
would  always  complain  about  welfare  recipients,  you  know,  getting 
money  from  the  government.  Well,  a  lot  of  our  big  businesses  have 
been  much  more  abusive  of  the  largesse  of  the  American  people 
than  just  some  poor  folk  down  in  Orange  County  or  anywhere  else 
where  they  are  getting  welfare. 

And  welfare  means  welfare  for  business  as  well.  Sometimes  we 
lose  sight  of  that. 

Ms.  McKiNNEY.  We  appreciate  those  comments.  I  am  going  to 
ask  that  we  adhere  to  the  5-minute  rule.  I  have  been  a  little  bit 
lenient,  and  I  will  assess  that  to  myself  as  well. 

Beginning  with  Dr.  Saiers,  please,  could  you — ^first  of  all,  would 
you  support  the  establishment  of  a  real  commission  to  ensure  U.S. 
commitment  to  agenda  21?  And  I  would  ask  that  you  be  brief  and 
direct. 

Mr.  Saiers.  Ms.  McKinney,  I  think  that  question  is  under  consid- 
eration within  the  administration,  but  since  it  would  affect  a  large 
number  of  government  agencies,  I  think  that  is  something  best  left 
to  a  higher  level  of  debate  than  within  one  agency  itself 

Ms.  McKinney.  OK.  I  am  also  concerned  about  the  accountability 
of  funds  that  are  spent  by  AID.  What  kind  of  assurance  can  you 
give  us  that  the  monies  that  are  appropriated  really  get  to  the 
proper  source,  and  then  that  the  benefits  that  we  hope  to  see  occur 
really  do  occur  within  the  poorest  populations,  or  the  target  popu- 
lations? 

Mr.  Saiers.  Part  of  that  is  a  very  difficult  question.  On  the  ac- 
countability side,  I  believe  that  there  are  systems  in  place  that  pro- 
vide adequate  accountability  for  U.S.  Government  funds.  That  is 
not  to  say  that  funds  never  go  awry,  but  most  of  the  cases  in  the 
past  where  there  has  been  misuse  of  funds  have  been  found  out, 
it  has  been  found  out  by  AID  staff  themselves  in  terms  of  their 
oversight  of  taxpayer  funds. 

When  you  are  providing  assistance  to  a  very  large  number  of 
grantees  and  a  very  large  number  of  environments,  even  under  the 
best  of  circumstances,  it  is  going  to  be  very  difficult  to  prevent,  in 
the  first  instance,  things  going  wrong  from  time  to  time.  But  in  the 
majority  of  cases,  some  of  those  that  have  been  more  popularized 
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in  the  last  few  years,  it  has  been  AID  staff  themselves  who  have 
found  out  about  the  misuse  of  funds. 

So  I  believe  the  accounting  system,  while  it  is  never  going  to  be 
perfect  and  it  is  never  going  to  be  able  to  prevent  every  possible 
abuse  in  the  kind  of  an  environment  within  which  AID  works  in 
many  of  these  countries,  in  fact,  the  accountability  is  pretty  good. 

On  the  question  of  being  able  to  say,  does  it  actually  have  the 
impact  on  the  people  that  it  is  intended  to  have,  I  think  part  of  my 
answer  to  Mr.  Roth's  question  about  what  is  being  put  into  place 
to  fix  things  within  that  agency,  the  concern  that  we  have  is  that 
too  often  in  the  past  we  have  all  focused  on  the  spending  of  the 
money;  and  I  think  we  all  agree  it  is  not  the  spending  of  the  money 
that  is  important.  Taxpayers  don't  want  to  hear  that.  It  is  the  re- 
sults that  are  accomplished  with  those  resources. 

The  Agency  has  been  moving  to  put  into  place  a  mechanism — 
mechanisms— by  which  to  measure  the  actual  impact  on  people 
that  it  is  intended  to  have  an  impact  on,  and  not  just  being  able 
to  report  that,  yes,  we  spent  $400  million  on  population  programs 
or  $200  million  on  other  programs,  but  what  actually  happened  to 
infant  mortality  or  what  actually  happened  to  job  creation  in  these 
countries. 

That  is  a  process,  I  think,  that  Mr.  Atwood  is  going  to  push  very 
hard.  I  think  it  is  certainly  part  and  parcel  of  the  process  of  Vice 
President  Grore's  commission  on  looking  at  "Reinventing  Govern- 
ment" and  the  fact  that  you  have  customers  out  there  andyou  have 
bottom  lines  that  you  snould  be  responsible  for,  not  just  spending 
taxpayers'  money. 

Ms.  McKlNNEY.  That  is  true,  and  I  should  say  that  I  lived  in  one 
of  those  recipient  countries,  and  I  just  couldn't  see  the  benefits 
flowing  down  to  the  ordinary  citizens  where  I  believe  the  funds 
shouldhave  been  directed. 

Also,  I  should  add  as  a  member  of  the  House  Agriculture  Com- 
mittee, we  have  received  a  lot  of  testimony  from  witnesses  who 
have  come  in  and  said  that  AID  needs  to  be  overhauled  because  it 
has  just  been  ineffective  and  inefficient. 

Would  you  please  provide  us  a  list  of  all  AID  projects  included 
in  the  $650  million,  and  the  information  that  was  requested  for  the 
environment,  and  the  information  that  was  requested  on  Minority 
participation  also  within — gee,  5  minutes  goes  by  real  fast.^ 

Your  answers  were  not  direct  enough — within  5  working  days. 

Would  you  be  interested  in  another  round? 

Mr.  Roth.  No. 

Ms.  McKlNNEY.  You  see,  they  tell  me  I  can  break  the  rules  al- 
ready. 

Mr.  Kimm,  do  we  target  the  poorest  countries  in  the  housing  pro- 
gpram,  and  if  not,  why  not? 

Mr.  KiMM.  Well,  the  resources  that  we  are  requesting  today  for 
the  housing  guarantee  program  result  in  loans  at  something  close 
to  market  rates;  and  in  general,  they  do  not  go  to  the  poorest  coun- 
tries, they  go  to  countries  that  are  creditworthy  and  who  can  ab- 
sorb such  debt  without  its  doing  harm  to  their  economy. 


^The  listing  of  all  AID  funded  environment  and  energy  projects  proposed  for  obligation  in  fis- 
cal year  1993  are  retained  in  the  subcommittee  file. 
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We  do  do  housing  activities  in  the  poorest  countries.  They  tend 
to  be  training  and  technical  assistance,  and  in  some  cases,  capital 
assistance  that  are  funded  from  the  budgets  of  the  development  as- 
sistance accounts  and  economic  support  fund  accounts,  but  not  with 
the  money  that  we  are  requesting  from  this  committee  today. 

Ms.  McKiNNEY.  Do  you  think  that  is  sufficient  development  as- 
sistance in  those  poorest  countries  if  we  are  giving  the  money  to 
the  countries  that  can  really  afford  it? 

Mr.  KiMM.  Well,  within  AID,  I  would  be  an  advocate  for  there 
being  more  of  the  development  assistemce  funds  going  to  housing 
than  going  to  other  sectors,  but  when  I  come  here  as  a  career  AID 
employee,  it  is  necessary  for  me  to  defend  the  budget  that  was  sub- 
mitted. 

Ms.  McKiNNEY.  Too  direct. 

Ms.  Frame,  you  talked  about  some  of  the  projects  with  respect 
to  agriculture.  Could  you  tell  me  some  of  them? 

Ms.  Frame,  Well,  I  can  give  you  an  example  of  one  we  did  in  Af- 
rica. It  was  the  rehabilitation  of  a  sugar  refinery  in  Kenya,  and  we 
helped  a  small  firm  from  Louisiana  by  funding  a  feasibility  study 
on  this  rehabilitation  project,  and  that  project  moved  forward.  The 
small  firm  that  did  the  study  went  forward  and  managed  the 
project,  and  that  has  been  quite  a  success  story,  because  as  a  result 
of  that,  there  have  been — I  think  it  is  about  $20  million  of  exports 
that  have  gone  from  the  United  States  to  that  project,  and  of 
course,  this  was  an  important  industrial  project  in  Kenya. 

Mr.  Roth.  Madam  Chairman,  would  you  yield  for  just  a  short 
question? 

Ms.  McKiNNEY.  Sure. 

Mr.  Roth.  Mr.  Kimm,  I  am  just  curious.  The  question  was  how 
you  target  these  housing  loans.  Who  are  you  asking  for  for  money 
this  year  in  the  1994  appropriations? 

Mr.  KiMM.  For  which  countries? 

Mr.  Roth.  Yes,  which  countries. 

Mr.  KiMM.  It  is  for  all  of  the  countries  in  Central  America 
through  the  Central  American  Bank.  The  Czech  Republic,  Hun- 
gary, India,  Indonesia,  Morocco,  South  Africa,  Sri  Lanka,  Tunisia 
and  Zimbabwe. 

Ms.  McKiNNEY.  What  populations  in  South  Africa? 

Mr.  KiMM.  Under  the  provisions  of  the  comprehensive  Anti- 
Apartheid  Act,  we  only  work  outside  the  government,  we  can't  do 
anything  with  the  government.  The  beneficiaries  of  the  program 
would  be  universally  poor  blacks. 

Mr.  Roth.  Madam  Chairman,  there  has  to  be  a  follow-up  ques- 
tion. 

You  had  mentioned  before  that  you  are  giving  these  monies  to 
countries  who  won't  be  hurt  by  defaults,  in  other  words,  countries 
who  have  a  good  deal,  you  know,  that  did  back  it  up. 

Sri  Lanka,  is  that  a  rich  country? 

Mr.  KiMM.  Sri  Lanka  is  a  country  with  a  low  per  capita  income, 
but  their  creditworthiness  is  rated  by  a  government  committee, 
they  are  within  the  spectrum  of  the  countries  to  whom  we  would 
make  a  loan. 

Mr.  Roth.  OK.  Thank  you. 
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Ms.  McKenney.  Ms,  Frame,  if  your  agency  had  to  to — could  pro- 
vide guarantees  as  well  as  grants,  you  talked  about  some  reorga- 
nization, in  addition,  of  staff.  Would  you  necessarily  have  to  add 
staff? 

Ms.  Frame.  Well,  currently  our  staff  has  38  people.  They  are  ex- 
cellent people.  They  are  wonderful  staff;  I  am  very  proud  of  them. 
But  if  we  were  to  get  expanded  authority,  I  think  we  would  prob- 
ably need  some  additional  people  with  other  technical  skills  than 
what  we  now  have. 

Ms,  Mc Kinney.  And  how  many  people  are  you  talking  about? 

Ms.  Frame.  Well,  I  guess  I  would  be  hesitant  to  put  forward  a 
figure  without  knowing  more  about  what  this  would  entail. 

Ms.  McKlNNEY.  OK  If  you  had  $200  to  $300  million  for  pilot 
capital  projects,  how  would  you  spend  that  money? 

Ms.  Frame.  If  Congress  were  to  give  us  capital  projects? 

Ms.  McKiNNEY.  Yes, 

Ms.  Frame.  Money  to  fund  capital  projects? 

Ms,  McKlNNEY,  Yes,  guarantees  and  grant  authority, 

Ms,  Frame,  Well,  I  think  the  first  thing  we  would  do  is  talk  with 
you,  with  the  private  sector,  and  with  our  fellow  agencies,  to  figure 
out  what  would  be  the  best  way  to  operate  such  a  program. 

As  you  know  now,  Ms.  McKinney,  we  currently  work  with  capital 
projects.  We  are  at  the  very  early  stages  of  capital  projects.  So  it 
is  not  an  imfamiliar  area  for  us.  In  the  last  couple  of  years,  we 
have  implemented  what  we  call  the  Project  Life  Cycle  approach  to 
capital  projects.  What  that  means  essentially  is  that  once  a  fea- 
sibility study  is  completed,  we  continue  to  monitor  the  project;  and 
if  it  seems  appropriate  to  put  in  a  little  more  assistance,  for  exam- 
ple, to  do  a  business  briefing  or  to  make  U.S.  companies  aware  of 
the  project,  we  will  do  that  in  order  to  move  that  project  forward 
to  financing  and  implementation.  So  we  are  familiar  with  the  fi- 
nancing issues  of  capital  projects. 

So  I  think  it  would  not  be  much  of  a  change  in  terms  of  philoso- 
phy. If  we  were  given  a  larger  authority,  we  wouldn't  necessarily 
change  our  approach,  and  presumably  we  would  try  to  use  those 
things  that  now  work  for  us  in  financing  feasibility  studies — 
leveraging  money  and  that  kind  of  thing, 

Ms,  McKlNNEY,  Could  you  just  give  me  an  example  of  some 
projects  that  you  have  in  Israel  and  in  the  Caribbean? 

Ms.  Frame.  We  currently  don't  have  any  projects  in  Israel,  and 
that  is  in  large  part  because  the  amount  of  foreign  assistance  the 
U.S.  Government  gives  to  Israel  is  so  large  that  we  have  deter- 
mined that  it  makes  more  sense  for  us  to  use  TDA's  more  limited 
resources  in  other  countries. 

The  other  one  was? 

Ms.  McKlNNEY.  The  Caribbean. 

Ms,  Frame,  The  Caribbean,  Our  program  in  the  Caribbean  in  the 
last  few  years  has  not  been  very  large  either.  We  have  done  a  cou- 
ple of  airport  projects;  for  example,  we  did  a  feasibilitv  study  on  an 
airport  project  in  Trinidad,  and  that  was  a  successful  project  for  a 
small  company  in  Florida,  who  was  a  subcontractor  in  the  feasibil- 
ity study,  but  got  the  contract  to  manage  the  construction  of  the 
airport. 
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Ms.  McKiNNEY.  OK.  And  Ms.  Chalmers,  what  projects  do  you  or 
activities  do  you  have  in  the  Caribbean  and  in  Africa? 

Ms.  Chalmers.  We  have,  as  I  think  I  mentioned — to  start  with 
Africa  first — this  year,  or  in  fiscal  year  1992,  we  did  22  projects; 
and  I  would  be  happy  to  provide  a  list  of  those.  I  am  afraid  I  can't 
reel  them  off  for  you. 

[The  information  appears  in  the  appendix.] 

We  also  have  had,  since  I  believe  1989,  one  of  our  private  sector 
OPIC-supported  growth  funds  which  provides  equity  capital  for 
projects  in  sub-S^aran  Africa,  in  the  countries  which  are  eligible 
for  OPIC  programs,  and  that  has  been  an  additional  source  of  cap- 
ital for  U.S.  projects  in  that  coimtry. 

You  also  asked  about  the  Caribbean? 

Ms.  McKlNNEY.  Yes. 

Ms.  Chalmers.  Again,  we  have  done  a  number  of  projects  in  the 
Caribbean.  It  has  been  actually  one  of  our  most  active  areas  at  var- 
ious times;  and  I  would  be  happy  to  provide  additional  information 
for  the  record. 

Ms.  McKiNNEY.  OK.  Thank  you. 

[The  information  appears  in  the  appendix.] 

Does  the  administration  support  the  rewrite  of  OPIC's  authori- 
ties? 

Ms.  Chalmers.  Are  you  referring  to  4996,  the  House  version  that 
was  passed  last  year? 

Ms.  McKiNNEY.  Yes. 

Ms.  Chalmers.  At  this  point,  I  can't  speak  for  the  position  of  the 
administration  with  respect  to  that  bill.  As  you  know,  and  as  sev- 
eral people  have  mentioned,  there  is  an  ongoing  effort  to  review  the 
entire  foreign  assistance  program,  including  OPIC's  program;  and 
we  believe  that  H.R.  4996  is  a  very  useful  point  of  reference  with 
respect  to  OPIC's  programs,  and  anticipate  that  it  will  be  part  of 
the  discussion  as  we  move  forward. 

Ms.  McKiNNEY.  One  last  question.  Who  is  the  new  manager  for 
the  Israel  growth  fund? 

Ms.  Chalmers.  I  don't  think  I  have  the  name  of  the  new  man- 
ager for  that  fund,  but  I  will  be  happy  to  provide  it  to  you. 

Ms.  McKiNNEY.  But  there  is  a  new  manager? 

Ms.  Chalmers.  I  believe  that  there  has  been  chosen  a  new  man- 
ager for  that  fund.  It  is  scheduled  to  go  to  our  board  of  directors 
in  the  next  month  or  so,  and  we  expect  to  be  moving  forward  very 
quickly  with  it  in  order  to  allow  it  to  go  to  market  before  the  sum- 
mer. 

Ms.  McKiNNEY.  Dr.  Saiers,  two  final  questions.  One,  should  AID 
assistance  be  tied  to  human  rights? 

Mr.  Saiers.  Ms.  McKinney,  1  think  that  there  are  massive  viola- 
tions of  human  rights  and  smaller  violations  of  human  rights,  but 
I  think  the  right  answer  is,  in  almost  every  situation,  when  you 
have  a  situation  where  human  rights  are  being  violated,  the  envi- 
ronment for  economic  growth,  for  development,  is  not  going  to  be 
particularly  good,  because  human  rights  violations  are  going  to  be 
associated  with  all  sorts  of  other  political  difficulties,  as  well.  And 
I  think  one  of  the  tenets  of  this  administration  is  going  to  be  put- 
ting its  resources  in  those  countries  where  the  expected  return  is 
much  higher,  and  not  to  put  resources  in  those  countries  where 
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human  rights  violations  will  really  hinder  the  possibilities  of  genu- 
ine improvement  in  the  lives  of  the  people  of  those  countries. 

So  I  think  it  is  going  to  have  to  be  looked  at  on  a  case-by-case 
basis,  but  I  think  that  is  going  to  be  one  of  the  major  factors  in 
determining  both  the  level  of  assistance  and  whether  or  not  there 
is  assistance  in  these  countries  in  terms  of  human  rights  perform- 
ance. 

Ms.  McKiNNEY.  That  means  generally  yes. 

Mr.  Saiers.  Generally,  yes. 

Ms.  McKD'JNEY.  And  then  finally,  can  AID  currently  provide 
loans  and  loan  guarantees  for  microenterprise  lending,  or  simply 
grants? 

Mr,  Saiers.  Right  now,  the  authority,  I  think,  is  only  for  grants. 
In  fiscal  1993,  the  onlv  guarantee  authorities  are  for  the  housing 
guarantee  program.  The  private  sector  investment  program,  and 
the  private  sector  investment  program  grants  are  probably  at  a 
higher  level,  an  average  of  a  little  over  $2,500  per  person.  They  are 
higher  than  the  microenterprise  grants  normally  are,  so  this  year 
there  is  no  authority. 

Ms.  McKlNNEY.  Thank  you.  Thank  all  four  of  you  panel  mem- 
bers. 

We  will  proceed  now  to  panel  number  four,  William  Trammel, 
vice  president,  project  finance,  Fluor  Daniel;  John  Hardy,  director, 
corporate  development  and  finance.  Brown  &  Root;  Lawrence 
Yanovitch,  Microenterprise  Coalition.  We  are  going  to  strictly  ad- 
here to  the  5-minute  rule  without  cheating. 

Ms.  McKiNNEY.  We  will  begin  with  Mr.  Yanovitch. 

STATEMENT  OF  LAWRENCE  YANOVITCH,  MICROENTERPRISE 

COALITION 

Mr.  Yanovitch.  Madam  Chairman,  Mr.  Roth,  we  are  grateful  for 
the  invitation  you  extended  to  the  microenterprise  coalition  to  tes- 
tify today,  and  for  the  strong  support  you  have  given  to 
microenterprise  over  the  years.  I  am  the  Director  of  Government 
Programs  for  FINCA.  I  am  also  the  Co-chair  of  the  Microenterprise 
Coalition,  which  is  comprised  of  23  private  voluntary  organizations 
or  PVO's. 

In  a  recent  letter  to  President  Clinton,  the  Coalition  outlined  an 
agenda  for  creating  a  Microenterprise  Development  Fund  within 
the  foreign  assistance  program.  For  the  record,  I  would  like  to  sub- 
mit a  copy  of  the  letter  to  the  President  which  includes  a  list  of 
the  Coalition  members. 

[The  information  appears  in  the  appendix.] 

Ms.  McKiNNEY.  Without  objection. 

Mr.  Yanovitch.  The  purpose  of  the  Microenterprise  Development 
Fund  would  be  to  catalyze  the  growth  of  sustainable  financial  and 
technical  support  institutions  which  serve  the  self-emploved  poor  in 
the  developing  world.  These  institutions  would  help  to  democratize 
the  financial  sectors  in  recipient  countries,  opening  them  to  mil- 
lions of  new  savers  and  entrepreneurs.  Resources  from  the  Fund 
would  be  leveraged  with  resources  from  the  U.S.  private  sector, 
other  donor  nations  and  local  communities. 

For  every  $100  disbursed  from  the  Fund,  recipient  institutions 
could  generate  an  average  of  more  than  $500  in  loans. 


43 

In  my  testimony  today,  I  will  first  provide  a  rationale  for  a  major 
U.S.  initiative  in  microenterprise.  I  will  then  review  the  current 
AID  progrram.  I  will  conclude  with  recommendations  for  how  the 
Microenterprise  Fund  might  function. 

Microenterprise  is  a  cost-effective  approach  to  foreign  assistance 
which  advances  both  the  humanitarian  and  the  economic  interests 
of  the  United  States.  There  is  no  gn'cater  threat  to  global  security 
and  prosperity  than  the  explosive  growth  of  poverty  in  the  world 
today.  The  global  population  is  expected  to  double  in  the  next  45 
years.  If  corrective  measures  are  not  taken,  more  than  90  percent 
of  these  people  will  be  bom  into  poor  families  in  the  developing 
world. 

The  poor  in  the  developing  world  face  a  daunting  array  of  obsta- 
cles to  breaking  out  of  poverty.  The  vast  majority  does  not  have  ac- 
cess to  stable  employment  in  the  industrial  sector  and  must  there- 
fore turn  to  self-employment  in  the  informal  sector,  or  as  it  is 
called  the  "survival  economy." 

Yet,  the  self-employed  poor  do  not  compete  on  a  level  playing 
field.  In  the  developing  world,  larger  private  and  state  industries 
dominate  the  access  to  markets,  raw  materials  and  capital. 

One  of  the  most  salient  problems  microenterprises  face  is  a  lack 
of  access  to  capital  at  commercial  rates.  Microenterprises  must 
turn  to  informal  credit  sources  or  "moneylenders."  The  street  ven- 
dor in  Managua,  Nairobi  or  New  Delhi  will  typically  pay  up  to  10 
percent  interest  a  day  on  a  loan  from  a  money  lender. 

U.S.  PVO's,  credit  unions  and  local  NGrO's  have  taken  the  lead 
in  filling  the  vacuum  left  by  the  banking  sector.  These  organiza- 
tions have  created  specialized  lending  institutions  tailored  to  the 
needs  of  the  poor.  The  repayment  rates  are  very  high,  ranging  from 
95  to  99  percent.  The  programs  have  often  succeeded  in  substan- 
tially increasing  the  income  of  their  borrowers,  enabling  them  to 
improve  the  quality  of  life  of  their  families.  In  one  AID  poverty 
lending  program  in  El  Salvador,  90  percent  of  surveyed  borrowers 
doubled  their  weekly  food  purchases  after  1  year  of  program  par- 
ticipation. 

Since  microenterprise  programs  are  based  on  productive  invest- 
ment instead  of  charity,  the  resources  are  recycled  to  assist  more 
and  more  poor  families.  In  the  El  Salvador  program  the  $1.3  mil- 
lion portfolio  will  rotate  in  5  years  to  generate  at  least  $18  million 
in  loans. 

I  would  like  to  now  turn  our  attention  to  the  current 
microenterprise  program  of  AID.  Since  AID  has  been  focused  dur- 
ing the  last  12  years  on  large-scale  private  sector  development,  it 
has  not  placed  a  priority  on  microenterprise.  During  this  period, 
microenterprise  institutions  had  difficulty  in  accessing  funding 
from  AID  missions. 

The  centrally  managed  program  of  AID's  Office  of  Voluntary  Co- 
operation has,  however,  proven  to  be  an  effective  alternative  to  de- 
veloping the  microenterprise  capacity  of  PVO's.  This  program  could 
serve  as  a  model  for  the  proposed  Microenterprise  Development 
Fund. 

At  this  point  I  will  summarize  the  Coalition's  recommendations 
for  how  such  a  fund  could  function.  The  purpose  of  the 
Microenterprise  Development  Fund  would  be  to  promote  a  network 
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of  financial  and  technical  assistance  institutions  which  serve  the 
self-employed  poor.  After  3  to  5  years  of  AID  assistance,  these  in- 
stitutions should  be  self-financing  through  interest  income. 

The  Fund  would  be  centrally  managed  and  be  comprised  of  three 
components:  institutional  development,  capital,  and  research  and 
evaluation. 

The  capital  component  of  the  Fund  would  be  equally  divided  in 
two  parts.  The  first  part  would  be  allocated  to  poverty  lending  or 
those  microenterprise  programs  which  target  the  severely  poor. 
Since  small  loan  sizes  are  a  good  indicator  that  programs  are 
reaching  the  severely  poor,  capital  drawn  from  this  part  would  be 
dedicated  to  programs  where  initial  loans  are  no  more  than  $150 
and  no  loan  exceeds  $300. 

The  second  part  would  be  dedicated  to  ail  other  types  of 
microenterprise  programs. 

This  distribution  of  capital  would  reflect  the  two-tier  structure  of 
fiscal  year  1993  legislation  for  microenterprise. 

Based  on  a  survev  of  the  programming  capacity  of  its  members, 
the  Coalition  would  recommend  that  an  annual  average  of  $130 
million  be  appropriated  to  the  Fund  over  the  next  4  years  for  U.S. 
PVO's  and  credit  unions.  This  would  allow  these  organizations  to 
generate  over  $1  billion  in  microenterprise  loans  in  the  developing 
world. 

The  $130  million  annual  appropriation  which  we  are  requesting 
is  20  percent  less  than  AID's  total  projected  expenditures  in 
microenterprise  for  fiscal  year  1993.  The  appropriation  would  need 
to  be  augmented,  however,  if  AID  mission  activities  were  also  to  be 
financed  through  the  Fund. 

In  short,  these  are  the  recommendations  of  the  Coalition  for  the 
Fund.  My  written  testimony  provides  more  operational  details. 

In  closing,  we  would  like  to  leave  these  final  thoughts.  The  cold 
war  may  be  over,  but  the  achievement  of  true  peace  has  hardly 
begun.  There  can  never  be  lasting  security  in  the  world  if  large 
portions  of  the  population  are  marginalized  from  participating  in 
the  development  of  the  global  economy.  Microenterprise  offers  the 
new  administration  and  Congress  a  proven  tool  which  you  can  use 
in  the  U.S.  foreign  assistance  program  to  stimulate  the  growth  of 
prosperity  and  pluralism  in  the  world. 

Thank  you. 

Ms.  McKiNNEY.  Thank  you.  Mr.  Trammell. 

[The  prepared  statement  of  Mr.  Yanovitch  appears  in  the  appen- 
dix.] 

STATEMENT  OF  WILLIAM  D.  TRAMMELL,  VICE  PRESIDENT, 
PROJECT  FINANCE,  FLUOR  DANIEL 

Mr.  Trammell.  Thank  you.  Madam  Chair.  I  am  not  as  articulate 
as  my  companions  here,  so  I  am  going  to  kind  of  skip  my  written 
testimony  and  ask  you  to  put  it  in  the  record. 

Ms.  McKiNNEY.  Without  objection. 

Mr.  Trammell.  I  am  going  to  use  what  little  bit  of  time  I  have 
here  for  something,  first,  that  I  had  not  anticipated;  and  I  am  veiy 
sorry  that  Mr.  Ronrabacher  isn't  still  here.  But  I  would  like  to  call 
your  attention  to  a  document  that  accompanies  my  testimony, 
which  is  put  out  by  the  National  Association  of  Manufacturers,  that 
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actually  tracks  what  happens  to  these  TDA  grants,  how  they  gen- 
erate money  and  how  that  money  flows  down,  not  to  the  profit  of 
one  big  company,  but  to  jobs  all  over  the  United  States. 

The  case  that  Ms.  Frame  referred  to,  the  sugar  refinery  case,  is 
on  page  16  or  thereabouts  in  this  book.  It  shows  you  how  a  small 
grant  to  TDA  resulted  in  $23  million  in  initial  exports  that  cas- 
caded down  to  518  jobs  in  a  whole  bunch  of  States,  the  largest  of 
which  was  Louisiana  with  311  jobs.  Now,  those  weren't  gross  prof- 
its through  a  large  company;  it  is  a  small  company  of  only  36  peo- 
ple. But  because  it  hired  many  suppliers  and  other  providers  of 
services,  it  spread  a  lot  of  money  to  a  lot  of  needy  hands. 

Forgive  me  for  that  digression,  but  I  thought  it  worth  mention- 
ing. 

I  would  like  to  give  you  a  little  homily  and  a  little  analogy  which 
might  put  some  of  my  concern  and  Mr.  Roth's  concerns  into  per- 
spective. I  am  a  sailor.  When  I  am  not  working,  that  is  my  avoca- 
tion. The  one  thing  I  learned  being  a  sailor  is  that  when  things  are 
going  very  nicely  and  the  sea  is  calm,  you  can  have  both  hands  for 
the  boat.  But  when  the  seas  get  rough  and  dangerous,  a  good  sailor 
will  keep  one  hand  for  the  boat  and  one  hand  for  himself. 

Let  me  put  that  into  context  for  you.  Let's  say  the  sea  is  our 
economy  and  the  boat  is  our  foreign  assistance  program.  We  should 
use  one  hand,  for  the  traditional  programs  of  AID,  what  we  heard 
as  the  bottom  up,  what  is  best  in  the  long  run,  what  is  over  the 
horizon  and  is  going  to  be  wonderful.  But  use  the  other  hand  for 
the  capital  projects  program,  something  that  will  pay  us  back  and 
protect  us  in  these  times  of  choppy  seas  and  so  forth. 

So  perhaps  that  is  a  little  homily,  but  it  is  something  that  helps 
me  kind  of  focus  on  what  I  am  talking  about  here. 

The  other  thing  I  would  like  to  take  my  time  and  yours  for  is 
to  give  you  an  example  of  what  we  are  talking  about  in  capital 
projects.  A  couple  of  years  ago,  the  Government  of  Lithuania,  the 
first  country  to  split  away  from  the  Soviet  Union,  came  to  this 
country  and  came  to  TDA  and  said  please,  we  have  a  problem.  We 
have  a  refinery,  but  we  can't  get  any  oil  from  Russia.  They  don't 
like  us  anymore.  They  shut  our  oil  off.  And  we  can't  heat  our 
homes,  we  can't  have  hot  water.  Help  us  find  a  way  to  get  oil  into 
our  country. 

TDA  gave  them  a  grant  of  $210,000.  My  company  was  the  recipi- 
ent of  that  grant.  We  were  able  to  define  a  $300  million  project, 
which  would  build  an  oil  terminal  and  link  it  to  that  existing  refin- 
ery with  a  pipeline. 

If  we  had  a  capital  projects  program,  we  could  leverage  some 
money  from  the  United  States  to  make  that  oil  and  that  pipeline 
happen  and  generate  more  volume  in  exports  than  we  would  need 
from  a  capital  projects  program  funding. 

I  can't  give  you  exact  numbers.  I  think  it  would  be  silly  to  try 
to  do  that,  but  I  can  tell  you  general  numbers.  For,  let's  guess,  $20 
or  $30  million,  we  might  be  able  to  generate  exports  over  $100  mil- 
lion; and  we  wouldnt  have  another  winter  like  the  Lithuanians 
went  through  last  winter  when  they  had  no  heat  in  their  homes, 
they  had  no  hot  water,  and  it  was  a  pretty  miserable  place.  An- 
other winter  like  that,  we  are  going  to  have  a  change  in  that  gov- 
ernment. 
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So  please,  think  about  that,  maybe,  when  we  get  to  questions 
and  answers;  and  let's  try  to  use  it  as  a  talking  model  for  what  we 
are  trying  to  do  here.  I  would  like  to  concede  any  of  my  time,  which 
I  just  ran  out  of  anyway,  to  my  fellow  panelists. 

Ms.  McIClNNEY.  Thank  you  very  much.  Mr.  Hardy. 

[The  prepared  statement  of  Mr,  Trammell  appears  in  the  appen- 
dix.] 

STATEMENT  OF  JOHN  HARDY,  JR.,  DHIECTOR,  CORPORATE 
DEVELOPMENT  AND  FINANCE,  BROWN  &  ROOT,  INC. 

Mr.  Hardy.  Thank  you,  Madam  Chair.  I  have  a  statement  that 
I  would  like  to  submit  for  the  record. 

I  am  here  today  on  behalf  of  CEE,  the  Coalition  for  Employment 
through  Exports.  The  Coalition  recognizes  the  efforts  of  this  sub- 
committee tnrough  the  Jobs  for  Exports  Act  of  1992.  We  commend 
you  for  your  foresight  and  your  persistence  in  its  enactment. 

The  Coalition  appreciates  this  opportunity  to  appear  before  the 
subcommittee  to  discuss  reforms  of  the  U.S.  foreign  economic  as- 
sistance program.  The  U.S.  foreign  aid  program  over  the  last  sev- 
eral decades  has  been  driven  by  two  principal  considerations:  hu- 
manitarian concerns  on  the  one  hand  and  security  concerns  on  the 
other.  What  has  been  entirely  lacking  is  a  third  consideration,  that 
U.S.  economic  and  commercial  interests  have  a  legitimate  role  in 
the  shaping  of  our  foreign  aid  program. 

Our  economic  assistance  program  has  been  designed  and  imple- 
mented as  if  U.S.  economic  and  commercial  considerations  have  no 
place  in  the  development  process.  This  premise  is  misg^uided.  First, 
we  must  recognize  that  the  real  American  contribution  to  develop- 
ment lies  not  in  our  economic  assistance  dollars,  but  rather  in  the 
strength  of  the  American  market.  A  strong  and  vibrant  U.S.  econ- 
omy generates  increased  markets  for  developing  country  exports. 
Our  AID  program  does  not  reflect  this  reality,  that  we  must  keep 
our  economy  strong  to  maximize  our  country's  contribution  to  de- 
velopment. 

Secondly,  there  is  no  need  to  structure  our  aid  program  so  as  to 
ignore  U.S.  commercial  interests.  No  other  major  aid  program  in 
the  world  pursues  developmental  objectives  without  also  ensuring 
commercial  benefits  returned  to  their  economy.  The  consequence  of 
this  unbalanced  approach  to  aid  is  a  gap  in  our  programs:  the  lack 
of  any  U.S.  program  or  fund  to  support  the  development  of  major 
infrastructure  or  capital  projects  throughout  the  developing  world. 

At  the  end  of  my  statement  as  an  attachment  to  it,  there  is  a 
schematic  of  the  programs  in  the  economic  assistance  and  export 
financing  area  of  our  export  competitors,  and  the  corresponding 
programs  existing  in  the  U.S.  Grovemment.  That  schematic  makes 
obvious  the  gap  in  our  programs. 

How  can  we  address  the  structural  imbalance?  By  establishing  a 
capital  projects  or  infrastructure  fiind  of  significant  size  that  will 
balance  sound  developmental  objectives  and  simultaneously  pro- 
mote high  value-added  jobs  in  the  United  States? 

As  a  country,  we  would  benefit  from  such  a  fund  for  several  rea- 
sons: 

First,  it  would  address  sound  development  objectives  not  ad- 
dressed in   the  present  economic   assistance   progp^am.   Adequate 
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power,  telecommunications  systems,  transportation  systems,  water 
supply  and  sewage  systems  and  the  like  are  all  in  critical  need  in 
the  developing  world.  The  absence  of  basic  physical  infrastructure 
is  constraining  the  capability  of  these  countries  to  grow,  yet  AID 
has  consistently  sought  to  minimize  the  level  of  its  funding  going 
to  infrastructure  projects.  In  1992,  only  6.6  percent  of  AID'sbudget 
was  devoted  to  this  purpose.  In  contrast,  in  1991,  Japan  and  Italy 
spent  over  55  percent  of  their  AID  programs  in  the  capital  projects 
area. 

The  second  reason  for  establishing  an  infrastructure  fund  is  that 
it  lies  in  the  national  interest — first,  by  promoting  the  growth  of 
strong  trading  relationships  between  ourselves  and  developing 
countries;  and  secondly,  by  promoting  and  supporting  commercial 
and  economic  benefit  to  the  United  States. 

As  to  promoting  the  growth  of  strong  trading  relationships,  we 
need  to  recognize  that  the  developing  countries  which  are  most 
acutely  in  need  of  a  modern  physical  infrastructure  are  those  mid- 
dle-income developing  countries  which  are  of  important  commercial 
and  strategic  interest  to  the  United  States.  Yet  under  the  present 
economic  assistance  program,  we  graduate  these  countries  iust  as 
their  economies  are  taking  off.  No  other  aid  program  does  this. 

An  infrastructure  fund  would  expand  our  trading  relationships 
as  our  economic  relations  move  to  one  of  gpreater  reciprocal  benefit. 

The  other  way  an  infrastructure  fund  would  be  in  the  national 
interest  is  by  supporting  critical,  high-value  U.S.  jobs.  Every  other 
major  aid  programs,  supports  its  national  economic  interests  by  as- 
sisting its  firms  to  capture  these  important  infrastructure  projects. 
Power,    telecommunications,    transportation    systems    and    water 

f)rojects,  these  are  the  sectors  that  provide  nonmilitary  techno- 
ogical  leadership  to  our  economy.  Fifteen  years  ago  we  dominated 
these  markets  internationally,  but  because  of  the  lack  of  a  level 
playing  field,  we  have  seen  our  position  eroded  to  the  extent  that 
there  are  now  major  infrastructure  markets  in  the  developing 
world  without  any  significant  U.S.  commercial  presence. 

The  lack  of  a  level  playing  field  has  had  devastating  con- 
sequences. Our  foreign  competitors  have  been  able  to  draw  upon 
the  support  of  their  governments  using  their  aid  programs  to  offer 
significantly  lower  prices  for  major  projects  than  have  American 
firms.  Since  our  firms  have  not  had  access  to  comparable  programs 
of  concessional  or  very  low-cost,  financing,  American  firms  have 
been  severely  disadvantaged.  An  infrastructure  fund  of  significant 
size  would  help  to  redress  this  imbalance. 

The  Coalition  believes  that  it  is  time  for  a  new  approach,  away 
from  AID,  and  strongly  urges  Congress  to  provide  infrastructure 
funding  through  a  second  window  in  the  Trade  and  Development 
Agency,  which  already  has  a  dual  mandate  of  supporting  develop- 
ment and  promoting  American  exports. 

A  second  window  at  TDA  would  fund  equipment  purchases  and 
project  implementation.  The  Coalition  recognizes  that  this  would  be 
a  significant  enlargement  of  TDA's  mandate.  We  believe  that  the 
Agency  has  been  well  managed  and  has  proven  itself.  We  recognize 
further  that  staffing  in  TDA  would  have  to  be  increased,  but  be- 
lieve that  TDA  can  undertake  this  increased  responsibility  without 
losing  its  responsiveness  and  flexibility. 
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CEE  proposes  a  total  budget  for  TDA  for  both  windows  of  $1  bil- 
lion, building  on  the  figures  for  capital  projects  and  your  "Jobs 
through  Exports  Act."  For  purposes  of  illustration,  the  billion -dollar 
level  might  be  allocated  as  follows:  $150  million  for  feasibility  stud- 
ies, $150  million  for  engineering  design  services,  and  $700  million 
for  capital  projects.  It  should  not  be  the  practice  of  this  fund,  as 
has  been  traditional  in  AID,  to  finance  a  project  entirely  from  U.S. 
assistance  funds.  Rather,  TDA  should  leverage  the  Fund  for  devel- 
opmentally  sound  projects  to  maximize  their  benefit  for  U.S.  ex- 
ports. Moreover,  the  program  needs  to  be  demand-driven,  like  the 
existing  TDA  program. 

Madam  Chair,  you  are  to  be  congratulated  on  undertaking  this 
effort  to  consider  reforms  to  the  U.S.  Foreign  Aid  Program. 
Reallocation  of  resources  to  allow  for  increased  infrastructure  fund- 
ing will  be  a  major  step  toward  assisting  U.S.  workers  and  high 
value-added  jobs  in  the  United  States  as  we  assist  our  new  trading 
partners  to  develop.  On  behalf  of  CEE,  thank  you. 

Ms.  McKlNNEY.  Thank  you. 

Mr.  Yanovitch,  could  you  tell  me  why  the  $300  level  is  important 
in  granting  the  microenterprise  loans? 

Mr.  Yanovitch.  Yes.  If  you  look  at  microenterprise  programs 
throughout  the  world,  you  will  see  that  those  programs  that  have 
very  small  average  loan  sizes  are  generally  reachin^j  the  severely 
poor,  particularly  women,  and  so  we  believe  that  it  is  very  impor- 
tant from  the  Coalition's  perspective  that  a  large  portion  of  the 
funding  go  to  the  severely  poor. 

Ms.  McKiNNEY.  And  what  is  AID's  position? 

Mr.  Yanovitch.  Well,  that  is  difficult  to  say  today.  Over  the  last 
4  years,  there  has  been  considerable  debate  with  AID,  which  came 
to  the  fore  in  hearings  held  by  this  committee.  In  fact,  there  was 
a  debate  among  the  PVO  community  itself  So  one  of  the  purposes 
of  the  Microenterprise  Coalition  was  to  provide  a  forum  to  resolve 
those  differences.  The  Coalition  members  strongly  believe  that  we 
can  meet  the  requirements  of  the  $300  loan  cap  and  we  can  report 
on  them. 

Ms.  McKlNNEY.  Why  does  the  Coalition  prefer  to  operate  through 
AID'S  PVC  Bureau? 

Mr.  Yanovitch.  The  Coalition  is  not  recommending  that  this 
program  operate  through  the  PVC  Bureau.  We  are  asking,  how- 
ever, afler  the  reorganization  of  AID,  that  wherever  the  Fund  is  ul- 
timately managed,  that  it  be  managed  in  an  office  that  has  strong 
linkages  with  the  PVO  commimity. 

Ms.  McKnsfNEY.  OK  And  AID  has  suggested  that  instead  of  a 
$300  loan  cap  for  loans  to  the  poorest  that  a  formula  based  on  GDP 
per  country  would  be  a  more  accurate  determiner  of  the  poverty 
rate  in  each  country. 

Mr.  Yanovitch.  We  disagree  with  that. 

Ms.  McKlNNEY.  You  disagree. 

Mr.  Yanovitch.  Because  we  have  spent,  again,  5  years  debating 
this  issue,  and  the  PVO  community  really  wants  to  go  beyond  this 
issue.  We  can,  again,  report  on  the  $300  loan  cap.  AID  has  also  de- 
veloped an  information  system  based  on  these  indicators  that  we 
going  all  employing,  so  we  would  prefer  to  keep  the  indicators  at 
that. 
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Ms.  McKiNNEY.  Thank  you. 

I  guess  I  will  let  Mr.  Roth  go. 

^fr.  Roth,  Well,  Madam  Chairman,  let  me  just  follow  up  with 
Mr.  Yanovitch.  He  is  our  country's  expert  on  microenterprises.  How 
much  did  Congress  appropriate  to  microenterprises  last  year? 

Mr.  Yanovitch.  $70  million. 

Mr.  Roth.  $70  million? 

Mr.  Yanovitch.  Yes. 

Mr.  Roth.  I  thought  it  was  $85  million,  but  OK,  $70  million. 
How  much  are  you  asking  for  this  year? 

Mr.  Yanovitch.  $130  million,  which  represents  80  percent  of 
aid's  projected  microenterprise  expenditures  for  fiscal  year  1993. 

Mr.  Roth.  $130  million.  Of  the  $70  million,  how  much  of  that 
was  loaned  last  year?  How  much  of  that  $70  million  did  you  use? 

Mr.  Yanovitch.  In  fiscal  year  1991,  AID  spent  a  total  of  $120 
million  on  microenterprise. 

Mr.  Roth,  I  was  wondering  of  the  $70  million  that  was  appro- 
priated, how  much  of  that  did  you  use? 

Mr.  Yanovitch.  $41  million  went  in  loans, 

Mr.  Roth.  $41  million.  What  happened  to  the  other  $39  million? 

Mr.  Yanovitch.  The  rest  went  into  technical  assistance,  institu- 
tional development  and  policy  reform. 

Mr,  Roth,  Translated,  what  does  that  mean?  I  mean  you  have 
committees  set  up  and  you  pay  these  people  to  tell  you  how  to  re- 
form the  system? 

Mr,  Yanovitch,  Well,  I  am  not  an  AID  representative,  of  course, 
but  my  understanding  of  the  AID  program  is  that  in  addition  to 
loans,  it  also  provides  assistance  in  organizational  development,  be- 
cause in  order  to  be  able  to  program  the  loans  effectively,  you  have 
to  have  effective  institutions.  So  a  large  portion  of  the  funding  does 
go  toward  institutional  development, 

Mr.  Roth,  So  what  we  call  it,  overhead,  so  you  have  $39  million 
in  overhead;  is  that  right,  or  $41  million  that  is  loaned  out? 

Mr.  Yanovitch.  Well,  if  you  look  at  most  microenterprise  institu- 
tions, they  should  be  able  to  self-finance  their  operating  costs  with- 
in 3  to  5  years.  So  there  is  an  upfi*ont  subsidy  that  is  necessary 
for  institutions  to  reach  financial  sustainability.  AgEiin,  I  cannot 
speak  for  AID  on  its  budget. 

Mr.  Roth.  If  I  were  to  ask  a  question  like  what  were  administra- 
tive costs,  what  would  you  say,  on  $39  million?  I  am  trying  to  fig- 
ure out  where  this  money  is  ^oing  to. 

Mr.  Yanovitch,  The  institutional  development  component  was 
24  percent  of  AJD's  budget  for  microenterprise, 

Mr,  Roth,  Well,  it  seems  like  nobody  has  got  a  budget  in  this 
foreign  aid  program.  You  ask  people,  you  know,  where  is  the  money 
going  and  how  much  money  do  you  have  on  hand  and  nobody 
seems  to  know,  I  would  say  you  have  $39  million  administrative 
costs.  Would  that  be  fair? 

Mr,  Yanovitch,  Well,  one  of  the  reasons  we  want  this  fund  to 
be  centrally  managed,  is  because  we  think  it  will  improve  the  effi- 
ciency of  aid's  program.  But  I  am  not  an  AID  representative,  so 
I  csmnot  testify  specifically  on  its  budget, 

Mr,  Roth.  When  was  the  last  time  this  microenterprise  program 
was  audited? 
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Mr.  Yanovttch.  Well,  I,  again,  am  not  an  AID  official,  so  I  can't 
say  when  the  program  was  audited.  I  think  AID  has  ongoing  audits 
of  its  microenterprise  programs  in  the  field. 

Mr.  Roth.  Ongoing  audits.  What  is  the  default  rate? 

Mr.  Yanovitch.  The  default  rate  for  FINCA,  which  is  the  organi- 
zation I  represent,  has  a  repayment  rate  of  95  percent. 

Mr.  Roth.  Five  percent  default? 

Mr.  Yanovitch.  Five  percent. 

Mr.  Roth.  That  is  impossible.  You  know  why  I  can  say  that  is 
impossible?  Because  if  you  are  going  around  giving  out  this  money 
to  people  with  no  real  accountability,  nobody  knows  what  is  going 
on,  and  you  only  have  a  5  percent  default  rate?  Oh,  come  on,  that 
is  totally  impossible. 

Mr.  Yanovitch.  Mr.  Roth,  I  can  give  you  statistics  from  last 
month  on  FINCA's  entire  loan  portfolio,  if  you  like. 

Mr.  Roth.  Those  statistics  would  be  wrong.  I  could  categorically 
say  I  would  bet  my  life  on  it  that  5  percent  is  total  nonsense. 

Mr.  Yanovitch.  I  beg  to  disagree  with  you,  Mr.  Roth,  because  we 
are  extending  loans  to  very  poor  people — poor  people,  unlike  larger 
enterprises,  are  much  more  concerned  about  repaying  their  loans. 

Secondly,  we 

Mr.  Roth.  That  is  ludicrous. 

Mr.  Yanovitch.  Well,  you  may  find  it  to  be  ludicrous,  Mr.  Roth, 
but  the  fact  of  the  matter  is  that  what  we  provide  loans  to  poor 
communities  who  then  collectively  guarantee  the  loans,  and  for 
that  reason,  there  is  a  sense  of  solidarity  which  assures  repayment. 

Ms.  McKinney.  Mr.  Yanovitch,  may  I  ask  that  you  would  provide 
that  information  for  the  record? 

Mr.  Yanovitch.  I  would  be  most  delighted. 

Ms.  McKinney.  Thank  you. 

Mr.  Roth.  Well,  I  thank  you,  Madam  Chairman.  I  am  going  to 
have  to  talk  to  bankers  when  they  come  before  our  committee,  be- 
cause if  you  loan  money  to  very  poor  people,  people  who  can't  pay, 
they  are  going  to  have  a  95  percent  repayment.  I  mean  this  is  im- 
possible. 

Ms.  McKinney.  Mr.  Roth,  I  would  just  say  that  in  my  district 
fi*om  Georgia,  which  is  Georgia's  second  poorest  district,  the  prob- 
lem is  that  the  attitude  is  that  people  think  that  poor  people  won't 
repay,  but  poor  people  do  have  a  sense  of  consciousness  about  their 
creditworthiness. 

Mr.  Roth.  I  think  all  people  have  a  sense  of  consciousness,  but 
to  say  you  are  going  to  have  a  95  percent  return  on  these  loans, 
that  is  impossible. 

Mr.  Yanovitch.  I  would  invite  you  to  visit  our  programs,  Mr. 
Roth,  and  verify  for  yourself,  please. 

Mr.  Roth.  By  golly,  I  am  going  to  do  that,  and  I  will  do  that. 

Mr.  Yanovitch.  Please  do. 

Mr.  Roth.  That  is  unbelievable. 

Ms.  McKinney.  We  might  have  just  helped  the  banking  industry 
in  America. 

Mr.  Roth.  Well,  if  we  don't  do  a  better  job  in  view  of  foreign  aid, 
we  won't  have  a  banking  industry  or  foreign  aid. 


51 

Ms.  McKlNNEY.  Mr.  Hardy,  I  am  going  to  ask  you  just  one  ques- 
tion. Which  agency  do  you  believe  should  manage  capital  projects, 
AID  or  TDA? 

Mr.  Hardy.  Madam  Chair,  it  is  our  position  that  the  Trade  and 
Development  Agency  is  far  more  appropriate  than  AID  to  manage 
a  program  like  that.  The  experience — my  personal  experience  m 
AID,  as  well  as,  I  think,  the  business  communities'  collective  expe- 
rience with  AID,  is  that  there  is  not  a  great  deal  of  receptivity  to 
a  program  like  this  in  AID,  nor  a  great  deal  of  interest,  and  that 
they  are  not  really  prepared  to  work  with  the  business  community 
to  make  a  program  like  this  succeed;  whereas  I  believe  that  TDA 
has  shown  that  it  can  do  it  and  is  prepared  to  work  with  the  busi- 
ness community  to  make  it  succeed. 

Ms.  McKlNNEY.  All  right.  Do  you  have  any  questions?  Any  more 
questions? 

Mr.  Roth.  I  would  just  have  one  question.  Both  of  you  had  men- 
tioned that  you  are  interested  in  supporting  capital  projects? 

Mr.  Trammell.  Yes,  sir. 

Mr.  Roth.  Would  you  tie  those  capital  projects  to  American  busi- 
nesses and  so  on? 

Mr.  Trammell.  Absolutely. 

Mr.  Roth.  You  would?  Would  you  use  the  same  philosophy  for 
all  of  our  foreign  aid,  in  other  words  tie  into 

Mr.  Trammell.  No,  sir. 

Mr.  Roth.  Just  for  capital  projects. 

Mr.  Trammell.  Again,  Mr.  Hardy  has  probably  already  thought 
of  a  better  answer  than  I  can  give  you,  but  since  you  ask  us  both, 
I  think  there  needs  to  be  in  our  foreign  assistance  program  an  ele- 
ment of  humanitarian  need.  I  think  it  is  very  difficult  to  satisfy 
that  aid. 

Mr.  Roth.  Foreign  aid  and  humanitarian  aid  are  two  different 
things,  you  know. 

Mr.  Trammell.  I  am  sorry,  sir,  I  didn't  know  that.  I  saw  it  as 
one  encompassing  program  and  I  apologize  for  my  lack  of  knowl- 
edge of  the  details. 

Mr.  Roth.  You  are  very  knowledgeable.  You  don't  have  to  apolo- 
gize for  anything.  You  are  knowledgeable  on  issues. 

Mr.  Hardy.  Mr.  Roth,  if  I  can  speak  to  that,  it  seems  to  me  that 
our  fundamental  feeling  about  the  existing  economic  assistance 
program  has  been  that  it  has  been  grossly  insensitive  to  the  lack 
of  impact  upon  and  benefit  to  the  U.S.  business  community,  and  to 
our  own  U.S.  economy,  and  that  there  have  not  been  enough  U.S. 
jobs  generated  as  a  consequence  of  our  economic  assistance  pro- 
gram. I  believe  that  we  can  do  both.  That  is,  that  we  can  have  a 
viable  economic  assistance  program  that  can  be  both  developmen- 
tally  sound,  can  assist  the  developing  world  and  at  the  same  time 
can  assist  U.S.  jobs. 

Ms.  McKDSfNEY.  Finally,  Mr.  Trammel,  how  could  TDA  better  le- 
verage its  resources? 

Mr.  Trammell.  TDA  does  a  very  good  job  of  leveraging  the  re- 
sources it  has  now,  and  believe  me,  I  am  on  the  stinging  end  of 
that  sometimes.  Quite  often  they  will  ask  us  to  share  the  burden 
of  a  feasibility  study  with  them,  and  TDA  could  ask  that  grant 
monies  be  repaid  in  certain  instances  if  they  chose  to.  It  is  difficult 
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to  administer;  it  has  not  been  required  of  them.  It  could  be  consid- 
ered. 

Ms.  McKlNNEY.  Thank  you,  and  thank  you,  Mr.  Yanovitch,  Mr. 
Hardy,  and  Mr.  Trammell. 

I  will  now  call  panel  five.  Glen  Prickett,  international  program 
associate,  Natural  Resources  Defense  Council,  and  Michael  Wright, 
senior  fellow,  Worldwide  Life  Fund. 

We  will  begin  with  Mr.  Wright  and  then  Mr.  Prickett,  please. 

STATEMENT  OF  MICHAEL  WRIGHT,  SENIOR  FELLOW,  WORLD 

WILDLIFE  FUND 

Mr.  Wright.  Thank  you.  Madam  Chair.  I  am  Michael  Wright, 
Senior  Fellow  of  the  World  Wildlife  Fund.  I  appreciate  the  oppor- 
tunity to  appear  here  to  present  our  views  on  the  U.S.  Grovern- 
ment  s  bilateral  aid  program  for  the  global  environment.  I  would 
like  to  summarize  my  statement  and  put  the  full  statement  in  the 
record. 

Ms.  McKiNNEY.  Without  objection. 

Mr.  Wright.  Thank  you.  As  you  may  know.  World  Wildlife  Fund 
is  the  largest  private  conservation  organization  operating  world- 
wide to  protect  nature,  while  promoting  sustainable  human  devel- 
opment. We  have  27  affiliates  around  the  world  and  about  1.25 
members  here  in  the  United  States. 

I  won't  spend  a  great  deal  of  time  talking  about  the  challenge 
facing  us  with  the  global  environment;  it  is  quite  well-known.  But 
I  would  like  to  provide  a  context  for  my  statement. 

The  ongoing  destruction  of  the  world's  biological  diversity  is  pro- 
ceeding apace.  An  estimated  100  acres  of  tropical  rain  forests  dis- 
appears every  minute  and  it  is  estimated  that  the  species  extinc- 
tion rate  is  400  times  that  of  geological  times.  Less  well-recognized 
is  the  link  between  the  loss  of  biological  diversity  and  human  pov- 
erty. 

World  Wildlife  Fund  operates  on  the  principle  that  conservation 
of  natural  resources  and  human  development  are  fundamentally 
linked  to  human  survival.  In  front  of  the  gates  of  national  parks 
around  the  world  are  impoverished  people  seeking  land  on  which 
to  grow  crops.  Surrounding  forest  preserves  have  people  looking  for 
fuel  wood.  Living  side  by  side  with  herds  of  protected  wildlife  in 
Africa  are  impoverished  people  seeking  protein  to  survive.  The  face 
of  poverty  in  the  Third  World  is  often  the  fac?  of  a  woman  farmer 
seeking  to  eke  out  a  living  for  herself  and  her  family  on  an  ever- 
more impoverished  landscape.  Thus,  if  there  is  a  central  principle 
I  would  like  to  leave  with  you  today  it  is  that  the  government  agen- 
cies, such  as  AID  and  private  agencies  such  as  World  Wildlife 
Fund,  must  link  natural  resource  management  with  sustainable 
human  economic  development. 

We  cannot  do  this  alone  and  we  cannot  do  it  quickly.  We  must 
look  to  partnerships  and  we  must  look  to  endow  these  efforts  over 
the  long  term. 

We  recognize  that  the  present  budgetary  constraints  facing  the 
United  States  and  other  industrial  nations  make  it  unlikely  that 
we  will  have  significant  new  resources  in  the  near  term,  but  we  be- 
lieve opportunities  still  exist  with  well-planned  programs  to  sup- 
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port  innovative  and  collaborative  programs  to  preserve  biological 
diversity  while  meeting  human  needs. 

Currently,  the  U.S.  program  under  the  Foreign  Assistance  Act 
and  the  foreign  operations  bill  allocates  approximately  $650  million 
for  environment  and  energy  activities. 

In  evaluating  these  funds  in  fiscal  year  1992,  our  best  estimate 
is  that  AID  exceeded  this  mandated  figure  and  budgeted  $660  mil- 
lion with  an  estimated  $75  million  going  to  biological  diversity  con- 
servation and  some  $140  million  going  to  promote  energy  produc- 
tion. However,  I  should  point  out  about  half  of  that  latter  figure 
went  to  one  country,  Egypt. 

We  think  AID  should  be  commended  for  exceeding  the  congres- 
sionally  mandated  allocations  last  year,  but  we  are  concerned  that 
the  pace  of  new  project  development  has  not  kept  up  with  the  rate 
of  projects  that  have  completed  and  obligations  that  have  been  met. 
Without  an  increase  in  project  and  program  development  aid,  ex- 
penditures for  the  environment  could  actually  drop  below  the  con- 
gressionally  mandated  figures.  We  estimate  in  fiscal  year  1993,  the 
figure  for  biological  diversity  conservation,  for  example,  could  drop 
below  $50  million,  down  from  more  than  $75  million  allocated  in 
fiscal  year  1992. 

In  addition  to  assuring  that  our  level  of  support  remains  at  least 
constant,  I  would  like  to  focus  on  two  uses  of  those  funds  which  we 
feel  would  make  the  spending  of  this  money  particularly  efficient. 
The  first  is  the  use  of  AID  funds  to  establish  mechanisms  to  pro- 
vide a  sustainable  funding  base  for  host  country  institutions.  The 
second  is  to  focus  attention  on  developing  human  resources,  profes- 
sional and  otherwise,  to  enable  nations  to  make  wise  resource  man- 
agement decisions  and  spend  funds  efficiently. 

First,  on  sustainable  institutions.  Over  the  past  several  years, 
conservationists  have  come  to  realize  that  developing  creative  ways 
to  invest  resources  is  critical  to  stretch  limited  dollars.  It  is  with 
this  thought  in  mind  that  World  Wildlife  Fund  in  1984  first  pro- 
posed debt  for  nature  swaps,  the  first  of  which  was  completed  in 
1987.  In  1989,  Congress  authorized  AID  to  participate  in  such 
debts  for  nature  swaps  by  allowing  interest  income  to  be  main- 
tained in  interest  bearing  accounts  rather  than  be  returned  to  the 
Treasury. 

Since  then,  there  have  been  a  series  of  additional  mechanisms 
developed  to  deal  with  this  sustainable  funding  over  the  years,  in- 
cluding the  Enterprise  for  Americas  Initiative,  but  World  Wildlife 
Fund  feels  we  cannot  continue  to  rely  on  the  debt  mechanism  to 
finance  conservation  programs.  For  one  thing,  we  have  to  eliminate 
the  debt  problem  of  the  Third  World,  which  is  causing  enormous 
environmental  and  human  distress.  So  we  have  been  working  to 
find  alternative  models  to  sustainable  support  programs.  Two  such 
mechanisms  are  conservation  trust  funds  and  foundations. 

Through  trusts  and  foundations  we  are  able  to  put  secure  fund- 
ing over  the  long  term  into  developing  country  institutions  to  allow 
them  to  meet  the  recurring  costs  involved  in  natural  resource  man- 
agement. 

The  fiscal  year  1993  foreign  operations  appropriations  bill  pro- 
vided AID  with  the  authority  to  establish  such  funds,  however,  this 
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authority  is  temporary  £ind  should  be  written  into  the  Foreign  As- 
sistance Act  as  reauthorization  moves  forward  this  year. 

Another  important  aspect  of  the  foundation  or  trust  fund  mecha- 
nism is  that  if  sustainable  development  is  to  have  reality  on  the 
ground,  decisions  must  be  in  the  hands  of  local  people.  The  trust 
mechanisms  allows  for  local  boards  of  directors,  witn  appropriate 
accountability  to  the  U.S.  Government,  to  make  decisions  together 
with  the  institutions  and  people  of  the  very  countries  struggling 
with  environment  and  poverty  problems  day-to-dav.  We  feel  trusts 
and  foundations  not  only  endow  institutions,  but  Duild  the  human 
capacity  to  address  these  problems. 

The  second  primary  use  of  AID  funds  that  we  would  like  to  en- 
courage, as  new  funds  become  available  and  old  projects  wind 
down,  is  a  focus  on  human  resource  capacity  building,  in  a  word, 
trgiining.  Traditional  environmental  training  is  sectorial  and  rather 
straightforward.  Unfortunately,  it  is  not  appropriate  in  today's 
modern  conservation  world. 

The  wildlife  conservationist  today  has  to  be  a  land  manager,  a 
biologist,  he  has  or  she  has  to  deal  with  policymakers,  economists, 
agricultural  extension  agents,  women's  groups,  local  people.  It  is 
terribly  important  that  we  retool  the  environmentalists  of  the 
world  to  function  in  a  much  more  complicated  environment.  It  is 
not  just  biological  science  any  more,  it  is  social  science  as  well. 

AID  and  a  number  of  government  agencies,  which  are  laid  out 
in  my  written  testimony,  have  been  providing  training  over  the 
years,  much  of  that  very  efficiently,  but  there  is  clearly  a  need  to 
integrate  and  rationalize  the  process  of  training  provided  by  U.S. 
Government  agencies. 

In  addition,  AID  has  focused  very  heavily  on  bringing  people  to 
the  United  States  for  training,  sponsoring  14,000  postgraduate  stu- 
dents from  abroad  under  its  Thomas  Jefferson  Fellowship  progp'am. 
There  is  much  to  be  learned  in  the  United  States,  and  particularly 
for  future  decisionmakers  it  can  be  a  very  important  initiative. 

On  the  other  hand,  we  believe  it  misses  the  opportunity  to  build 
local  training  capacity  over  the  long-term  in  the  developing  world. 
In  addition  to  the  standard  U.S.  training,  we  would  like  to  suggest 
four  main  pillars  of  the  AID  training  initiative: 

First,  to  focus  on  future  policymakers,  AID  should  work  with  uni- 
versities and  host  countries,  in  collaboration  with  the  U.S.  univer- 
sities where  possible,  to  adopt  programs  which  can  meet  the  needs 
within  those  countries;  second,  to  provide  technical  and  scientific 
training  to  on-the-ground  managers;  third,  to  focus  on  developing 
the  financial  and  technical  capacity  of  local  nongovernmental  orga- 
nizations; and  fourth,  although  it  is  not  directly  related  in  an  obvi- 
ous way  to  environment,  to  focus  particularly  on  primary  education 
of  rural  women.  We  feel  that  the  single  most  important  factor  in 
resource  management,  as  well  as  dealing  with  population,  is  the 
issue  of  women  s  education  and  particularlv  in  the  rural  areas. 

Madam  Chair,  WWF  believes  AID  should  have  as  its  fundamen- 
tal focus  sustainable  development,  but  in  the  process  of  developing 
such  a  program,  it  needs  to  include  sustaining  funding  for  long- 
term  support  of  institutions  in  the  Third  World  and  building  the 
capacity  of  local  people  to  make  their  own  decisions  for  the  future. 

Thank  you. 
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Ms.  McKiNNEY.  Thank  you,  Mr.  Wright.  Mr.  Prickett. 

[The  prepared  statement  of  Mr.  Wright  appears  in  the  appendix.] 

STATEMENT  OF  GLENN  T.  PRICKETT,  INTERNATIONAL  PRO- 
GRAM ASSOCIATE,  NATURAL  RESOURCES  DEFENSE  COUN- 
CIL 

Mr.  Prickett.  Thank  you,  Madam  Chair.  It  has  been  a  long 
afternoon  and  our  numbers  have  dwindled  considerably.  I  have  also 
given  you  more  pages  of  written  testimony  for  the  record  than  I  am 
sure  you  want  to  read  let  alone  hear,  so  let  me  make  two  key 
points. 

First,  the  state  of  the  environment  in  the  developing  world  and 
the  former  Soviet  Bloc  is  critical  to  our  Nation's  interests.  Our  con- 
cern for  humanity  compels  us  to  contact  as  billions  struggling  to 
survive  and  better  their  lives  are  faced  with  polluted  air  and  water 
and  degraded  lands. 

Our  export-dependent  economy  relies  on  these  nations'  long-term 
economic  health  which,  in  turn,  requires  a  healthy  natural  resource 
base. 

Finally,  our  own  security  is  threatened  by  the  accumulation  of 
heat-trapping  greenhouse  gases  in  the  atmosphere  and  the  rapid 
decline  of  species  and  ecosystems.  We  need  the  help  of  all  nations 
in  solving  these  problems. 

These  clear  interests  call  for  a  strong  bilateral  assistance  pro- 
gram focused  first  and  foremost  on  sustainable  development,  by 
which  I  mean  ending  poverty  and  empowering  people  to  better 
their  own  lives  while  protecting  the  environment  and  stabilizing 
population. 

We  need  a  bilateral  program  because  we  cannot  depend  on  the 
multilateral  banks  and  the  U.N.  agencies  alone  to  provide  the  inno- 
vation, flexibility  and  accountability  needed  for  sustainable  devel- 
opment efforts. 

We  need  a  program  focused  primarily  on  sustainable  develop- 
ment because  helping  countries  to  help  themselves  is  the  surest 
way  to  satisfy  our  long-term  humanitarian  economic  and  security 
goals.  A  program  based  solely  on  advancing  short-run  U.S.  com- 
mercial interests  will  serve  none  of  these  long-term  goals  well. 

Second  point:  AID  needs  vigorous  leadership  and  a  larger  team 
of  environmental  professionals  to  make  it  the  flagship  of  our  bilat- 
eral environmental  assistance  efforts. 

As  the  chairman  requested,  I  have  reviewed  AID's  current  envi- 
ronmental program.  While  AID  has  targeted  the  right  issues — 
biodiversity,  tropical  forests,  unsound  energy  production  and  use, 
unsustainable  agricultural  practices,  industrial  and  urban  pollu- 
tion, and  water  and  coastal  resources — a  lack  of  senior  level  direc- 
tion and  a  shortage  of  field-based  expertise  have  produced  a  scat- 
tershot program. 

Details  are  in  my  written  record,  but  I  will  give  you  two  rep- 
resentative highlights.  First,  40  percent  of  AID's  fiscal  year  1991 
environment  mnding  went  to  one  country,  Egypt,  largely  for  a 
handful  of  power  and  water  infrastructure  projects.  Without  senior 
level  professional  direction,  foreign  policy  priorities  will  continue  to 
skew  aid's  environmental  effort. 
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Secondly,  end-use  energy  efficiency  and  renewable  energy  are 
dramatically  underfunded  despite  repeated  urging  from  Congress 
over  the  years.  Outside  Eastern  Europe  and  the  former  Soviet 
Union,  very  little  is  happening  on  this  issue.  This  is  a  major  gap 
that  must  be  filled.  Unsustainable  energy  consumption  is  a  major 
cause  of  local  environmental  damage  and  global  greenhouse  gas 
emissions.  In  general,  the  "brown"  environmental  issues — energy 
and  pollution — ^receive  little  attention  relative  to  the  "green"  envi- 
ronmental issues — ^biodiversity  and  tropical  forests — outside  of 
Egvpt. 

AID  will  likely  meets  it  $650  million  environmental  earmark  this 
year,  but  I  submit  that  quality  is  more  important  than  quantity. 
To  ensure  solid  projects  and  a  balanced  environmental  portfolio 
geographically  as  well  as  substantively,  AID  should: 

First,  create  a  new  senior  level  position  for  an  environmental  of- 
ficer, possibly  a  deputy  administrator  or  a  new  directorate,  to  im- 
part seriously  needed  direction  and  leadership  to  the  agency.  The 
current  lack  of  senior  level  direction  has  left  the  agency  to  deal 
with  a  lot  of  internal  turf  squabbling  and  conflicts. 

Second,  hire  more  technically  trained  environment  and  energy 
professionals  in  key  positions  here  in  Washington  to  oversee  the 
program  and  in  key  missions. 

Third,  increase  funding  for  energy  efficiency  and  renewable  en- 
ergy and  for  AID's  population  program,  and  integrate  these  efforts 
more  closely  with  AID's  other  environmental  work. 

Finally,  AID  should  consider  creating  a  sustainable  development 
advisory  panel  of  environment,  poverty  and  population  experts  to 
review  its  overall  portfolio  and  to  advise  on  individual  projects 
where  appropriate.  Among  other  things,  this  panel  could  help  AID 
undertake  a  global  review  of  its  environmental  portfolio,  something 
that  no  one  has  done  to  date  and  that  is  seriously  needed. 

My  written  statement  also  makes  recommendations  on  enhanc- 
ing and  coordinating  the  work  of  other  agencies,  and  I  would  be 
pleased  to  answer  questions  on  that. 

In  closing.  Madam  Chair,  I  would  note  the  incredible  challenge 
you  and  your  colleagues  face  in  prompting  Congress  to  act  on  for- 
eign assistance  in  the  face  of  what  many  consider  to  be  competing 
domestic  and  foreign  policy  needs.  We  have  seen  evidence  of  that 
challenge  here  today. 

I  would  urge  you  to  be  a  strong  advocate  for  international  devel- 
opment assistance.  NRDC,  World  Wildlife  Fund,  and  other  groups 
stand  ready  to  help  you  make  the  case  that  sustainable  growth 
abroad  is  critical  to  solving  our  problems  at  home,  and  to  creating 
a  more  peaceful,  prosperous,  and  just  world. 

Thank  you. 

Ms.  McKiNNEY.  Great;  within  5  minutes. 

[The  prepared  statement  of  Mr.  Prickett  appears  in  the  appen- 
dix.] 

I  have  a  question  for  both  of  you.  Would  you  support  this  estab- 
lishment of  a  Rio  Commission  as  was  earlier  suggested? 

Mr.  Prickett.  Yes. 

Mr.  Wright.  Without  knowing  the  great  nature  of  the  proposal, 
I  am  not  sure  I  should  leap  into  the  flame. 
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Ms.  McKiNNEY.  Congressman  Porter  has  a  bill  to  establish  a  Rio 
Commission  that  would  institutionalize  our  concern  for  the  envi- 
ronment and  then  also  make  sure  that  the  United  States  abides  by 
and  lives  up  to  the  Agenda  21  items. 

Mr.  Wright.  Without  seeing  the  details  of  Congressman  Porter's 
bill  it  is  a  little  hard  to  respond  at  this  stage. 

Ms.  McKiNNEY.  OK 

For  Mr.  Wright,  you  said  that  AID  needs  to  recognize  the  im- 
proving education  opportunities  for  women,  et  cetera.  Is  there  a 
reticence  on  the  part  of  AID  to  understand  and  then  act  on  the  im- 
portant role  that  women  play  in  development? 

Mr.  Wright.  I  think  AID  over  the  years,  with  a  lot  of  encourage- 
ment from  the  private  sector,  has  been  pretty  good  on  this  issue. 
The  problem  AID  has  with  this  issue  like  they  do  with  almost  ev- 
erything else  is  they  have  187  different  priorities  and  women  then 
become  just  another  piece  of  the  puzzle. 

In  some  ways  it  is  almost  more  of  a  challenge  for  the  environ- 
mental commimity  to  realize  that  education  of  women  is  part  of  the 
environmental  solution,  as  opposed  to  a  separate  sectorial  issue. 

I  think  AID  is  pretty  good  on  women's  issues,  but  it  does  tend 
to  get  slid  off  to  tne  side  as  a  separate  special  issue  and  it  really 
needs  to  be  moved  back  to  the  center,  particularly  in  Africa,  where 
I  have  tended  to  work. 

Ms.  McKiNNEY.  Great. 

Mr.  Prickett,  do  you  believe  that  AID  can  increase  the  effective- 
ness of  its  environmental  projects  without  significantly  increasing 
its  budget? 

Mr.  Prickett.  No,  I  would  have  to  say  I  don't.  As  I  pointed  out, 
in  the  current  environmental  portfolio  you  have  40  percent  in  one 
coimtry.  Although  I  don't  know  if  anvone  has  done  a  serious  review 
of  those  projects,  I  would  submit  that  they  are  probably  not  ac- 
counting for  40  percent  of  the  effectiveness  of  AID's  environmental 
program. 

So  I  don't  think  you  have  to  increase  AID's  environmental  budget 
substantially,  as  I  said.  I  think  Quality  is  a  better  indicator  than 
quantity.  To  me,  the  most  critical  factor  is  staff,  both  at  a  senior 
level  and  at  the  working  level  in  the  fields,  and  that  is  where  AID 
has  been  weak  in  recent  years. 

This  is  something  the  Congress  has  noted  for  several  years,  and 
while  Congress  has  stopped  short  of  earmarking  the  operating  ex- 
penses account,  there  has  been  authority  given  in  recent  years  to 
use  program  funds  to  hire  new  staff. 

AID  wanted  to  use  that  authority,  0MB  and  the  previous  admin- 
istration wouldn't  let  them  do  it.  So  I  would  submit  that  authority 
be  retained  this  year  and  I  would  encourage  AID  to  go  back  to 
0MB  one  more  time  and  maybe  they  will  find  a  more  supportive 
climate  there. 

Mr.  Wright.  May  I  comment  on  that? 

Ms.  McKiNNEY.  Certainly. 

Mr.  Wright.  I  very  much  share  the  view  that  AID  needs  to 
buildup  staff,  but  in  the  process  I  would  encourage  them  to  look 
only  at  their  professional  staff  but  also  toward  hiring  in-country 
nationals.  One  of  the  things  that  happens  is  AID  is  the  tremendous 
staff  turnover  or  rotation  at  the  mission  level.  Often  it  will  be  the 
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in-country  foreign  national  who  provides  the  continuity  over  time. 
For  example,  there  is  a  particular  Zimbabwean  who  had  been 
through  seven  different  AID  environmental  or  agriculture  staff 
while  he  has  been  there  as  the  constant  presence.  You  can  also 
build  a  sense  in  people  in  these  countries  that  there  is  a  career 
path  in  the  environmental  area  working  for  AID.  But  you  also  need 
to  have  environmental  professionals  within  the  agency  itself  in 
order  for  the  issue  to  have  high  priority.  It  cannot  just  be  foreign 
nationals  but  requires  some  kind  of  a  mix. 

Ms.  McKlNNEY.  Would  either  of  you  have  a  suggestion  for  the 
overall  reorganization  other  than  what  you  have  submitted  here, 
which  is  sort  of  bits  and  pieces,  but  for  an  overall  reorganization 
of  AID? 

Mr.  Wright.  Well,  there  have  been  a  series  of  ideas  talked  about, 
and  I  think  we  both  come  down  in  favor  of  AID  having  sustainable 
development  as  its  central  mission.  We  would  both  be  very  uncom- 
fortable with  turning  AID  into  a  sort  of  adjunct  to  the  Department 
of  Commerce.  I  would  be  concerned  if  it  simply  becomes  a  part  of 
the  State  Department  driven  only  by  short-term  political  interests 
although  it  obviously  has  to  take  into  consideration  the  U.S.  posi- 
tion. 

Sustainable  development  as  a  central  organizing  theme  is  not 
going  to  be  easy.  It  is  a  messy  series  of  bits  and  pieces  and  you 
can  not  find  anybody  to  even  tell  you  what  it  means.  It  would  be 
easier  to  take  a  very  simple,  quantitative  approach  to  AID  but  that 
would  be  a  mistake  which  would  not  serve  us  in  the  long  run. 

That  said,  if  you  take  sustainable  development  as  the  main  focus, 
I  am  very  inclined  toward  a  more  functional  orientation  of  AID 
around  a  series  of  problems.  It  makes  it  easier  for  the  American 
people  to  understand  that  we  are  attacking  poverty  problems,  envi- 
ronmental problems,  et  cetera,  but  in  the  end  you  have  to  deliver 
assistance  at  a  country  by  country  level.  So  even  within  my  own 
organization  we  have  trouble  deciding  whether  to  organize  along 
functional  or  geographic  lines. 

It  is  organizationally — it  is  better  to  be  functional,  but  you  have 
to  deliver  assistance  at  the  country  level. 

We  agree  with  what  is  proposed  by  NRDC:  let's  keep  delivering 
it  geographically  but  make  sure  there  is  a  strong  voice  on  each  of 
these  functional  problems  that  AID  has  to  attack. 

Mr.  Prickett.  Yes,  I  would  again  share  the  sustainable  develop- 
ment emphasis  and  that  is  in  my  statement,  and  in  this  debate, 
which  is  actually  raging  in  AID  now,  between  a  functional  versus 
a  geographical  organization,  I  share  a  bit  of  the  ambivalence  of 
Mike,  but,  ultimately,  if  you  have  limited  resources  and  you  have 
to  come  up  with  some  strong  environmental  staffing  it  is  going  to 
be  easier  to  do  it  in  one  place  than  in  four  or  five. 

So  that  may  answer  your  question  for  you. 

Mr.  Wright.  If  AID  has  good  clear  leadership,  the  organizational 
structure  doesn't  really  matter  and  if  you  don't  have  good  leader- 
ship the  form  of  the  institution  won't  matter  either.  I  mean  the 
issue  is  more  one  of  leadership  than  structure. 

Ms.  McKlNNEY.  Then  finally,  what  ought  to  be  the  relationship 
between  human  rights  and  U.S.  foreign  assistance? 
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Mr.  Prickett.  Well,  I  guess  the  largest  level  in  terms  of  coun- 
tries that  are  assisted,  we  in  the  environmental  community  many 
of  us  have  been  advocates  of  honoring  our  human  rights  laws  and 
restrictions,  but  even  in  those  cases  where  we  do  cutoff  aid  to  allow 
some  aid  to  continue  to  be  channeled  through  nongovernmental  or- 
ganizations for  our  particular  interests,  those  that  are  doing  good 
environmental  work,  but  for  other  developmental  activities  as  well, 
and  that  has  tvpically  been  done  in  Zaire,  for  example. 

On  a  more  detailed  level,  this  is  an  area  that  NRDC  is  interested 
in.  Last  year  we  did  a  study  looking  at  human  rights  abuses  of  en- 
vironmental advocates  and  the  problem  is  quite  significant.  I  mean 
running  from  actual  threats  to  people's  lives  to  more  ordinary  day- 
to-day  problems  of  getting  access  to  government  information  and 
having  the  right  to  speak  out. 

So  it  is  an  area  we  are  interested  in  and  it  is  something  that  AID 
at  least  in  its  written  statements  and  policy  pronouncements  has 
been  more  and  more  supportive,  that  is  giving  NGO's  more  of  a 
voice  in  decisionmaking. 

Now,  we  have  not  seen  a  lot  of  that  translate  into  action  on  the 
ground,  in  my  experience,  but  it  is  at  least  going  in  the  right  direc- 
tion. 

Mr.  Wright.  Certainly  I  think  we  have  found  that  there  is  a  link 
between  good  environmental  policy  and  an  open  society.  I  worked 
for  a  number  of  years  in  Latin  America,  where  initially  there  were 
few  democracies  to  work  with,  but  the  Costa  Ricans,  one  of  the  only 
pluralistic  systems,  making  this  link  between  democracy  and  envi- 
ronment, miat  has  happened  in  Latin  America,  as  democracies 
have  returned,  there  has  been  an  explosion  of  nongovernmental  or- 
ganizations; a  great  increase  in  accountability  and  better  environ- 
mental policy. 

Democracy  does  create  some  interesting  issues.  You  have  de- 
mands for  land,  you  have  demands  on  the  natural  resources  from 
an  increasing  number  of  people,  but  we  can  live  with  that.  The 
tradeoff  is  having  governments  accountable  for  how  they  allocate 
and  manage  resources  and  it  is  a  fair  trade. 

So  there  is  a  very  strong  link,  but  I  wouldn't  want  to  see  a  me- 
chanical arrangement  that  causes  aid  to  be  cutoff  in  a  country 
where  we,  or  AID,  may  be  working  effectively  with  people  at  the 
grass  roots  level.  Those  people  may  need  aid  even  more  in  a 
nondemocratic  system.  So  we  need  to  find  a  way  to  make  sure  that 
people  are  not  twice  penalized,  both  by  a  government  that  is  un- 
democratic and  also  not  being  able  to  get  help  through  the  private 
sector. 

Mr.  Prickett.  If  I  could  give  you  an  example,  Sri  Lanka — and 
Sri  Lanka  has  been  in  the  news  this  week.  There  has  been  a  hor- 
rible assassination.  Congress,  in  recent  years,  has  become  more 
and  more  critical  of  the  numan  rights  abuses  in  Sri  Lanka.  Actu- 
ally, now  there  is  a  solid  AID  project  under  way  to  strengthen  the 
environmental  element  of  government  decisionmaking,  which  is 
being  managed  by  long-time  environmentalists  from  this  country, 
who  is  basically  a  strong  advocate  of  the  nongovernmental  environ- 
mental groups. 

Among  other  things,  this  project  is  helping  provide  them  a  voice 
in  government  decisionmaking.  So,  at  the  same  time  you  have  got 
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major  governance  problems  there,  AID  is  helping  to  bring  democ- 
racy and  human  rights  along  through  its  environmental  work. 

Ms.  McKlNNEY.  OK.  Well,  since  I  don't  see  any  anv  more  ques- 
tioners, I  will  say  thank  you  very  much  for  coming  and  meeting  ad- 
journed. 

Mr.  Wright.  It  has  been  our  pleasure. 

[Whereupon,  at  4:50  p.m.,  the  subcommittee  was  adjourned.] 
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House  of  Representatives, 
Committee  on  Foreign  Affairs, 
Subcommittee  on  Economic  Policy, 

Trade  and  Environment, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  1:33  p.m.,  in  the 
Raybum  House  Office  Building,  Washington,  D.C.,  Hon.  Sam  Gejd- 
enson  (chairman  of  the  subcommittee)  presiding. 

Mr.  Gejdenson.  The  Subcommittee  on  Economic  PoHcy,  Trade 
and  Environment  will  come  to  order.  This  is  a  markup  for  the  fiscal 
year  94  Foreign  Aid  Authorization. 

The  subcommittee  meets  today  to  markup  our  portion  of  the  fis- 
cal year  94  Foreign  Aid  Authorization,  including  trade,  aid,  inter- 
national environment,  and  nonproliferation,  particularly  as  it  re- 
lates to  export  controls.  On  May  4th,  1993,  the  subcommittee  held 
an  extensive  hearing  on  these  issues  at  which  time  we  heard  from 
private  and  public  witnesses. 

Pursuant  to  the  direction  of  The  committee,  the  members  have 
before  them  a  series  of  recommendations  on  these  three  subject 
areas.  The  only  exception  to  that  is  draft  legislation  on  the  Over- 
seas Private  Investment  Corporation,  put  in  this  form  due  to  the 
need  for  a  total  rewrite  of  legislation  and  its  complexity. 

Let  me  briefly  review  what  we  have  proposed  for  each  of  these 
areas.  I  will  then  open  it  up  for  amendment  following  an  opening 
statement  by  Mr.  Roth,  who  I'm  sure  will  be  here  by  the  time  I 
complete  mine.  [Laughter.] 

With  respect  to  trade  and  aid,-  we  would  maintain  the  funding 
level  for  the  Trade  and  Development  Agency  of  $65  million  passed 
last  year  in  the  Jobs  Through  Export  Act.  We  would  add  to  that 
$300  million  in  non earmarked  ESF  funds  to  establish  a  pilot  pro- 
gram for  grants  and  loan  guarantees  to  fund  capital  projects. 

PursuEint  to  concerns  expressed  by  Mr.  Rohrabacher,  we  have 
also  provided  for  a  study  on  the  feasibility  of  obtaining  reimburse- 
ment from  companies  which  have  received  a  follow-on  work  as  a  re- 
sult of  a  TDA  grant. 

As  the  administration  requested,  we  would  provide  Housing  and 
Urban  Programs  an  authorization  of  $16.4  million  to  cover  subsidy 
costs  for  the  housing  guarantee  program. 

I  knew  Mr.  Roth  would  come  here  before  I  finished  my  state- 
ment. 
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We  would  also  provide  $8.4  million  for  administrative  expenses, 
and  $5  million  for  non-HIG  technical  assistance  and  infrastructure 
projects. 

Pursuant  to  concerns  raised  by  Mr.  Roth,  who's  just  arrived,  we 
provide  for  this  office  to  consider  raising  its  fees  to  the  lender  to 
offset  claims. 

We  would  also  establish  a  Microenterprise  Development  Fund  to 
promote  sustainable  financial  and  technical  assistance  institutions 
which  serve  the  poor  in  the  developing  world.  The  resources  of  the 
fiind  shall  be  leveraged  with  those  in  the  public  and  private  sector. 

The  fiind  would  be  capitalized  at  $130  million  and  have  three 
components:  institutional  development,  credit,  and  research  evalua- 
tion. Capital  made  available  through  grants  would  require  a 
matching  component  from  the  recipient. 

Pursuant  to  the  administration  s  request  our  longstanding  con- 
cern, we  would  eliminate  the  Private  Sector  Investment  Program 
and  preclude  new  lending  or  guarantees  for  fiscal  year  94.  This 
program  would  also  be  precluded  from  renewing  guarantee  author- 
ity on  prior  commitments. 

Regarding  aid  and  the  environment,  consistent  with  the  adminis- 
tration's request  for  funding  the  AID  environment  and  energy  ac- 
tivities would  be  increased  by  $25  million  to  a  total  of  $675  million. 
AID  would  be  permanently  authorized  to  initiate  conservation  trust 
funds  in  developing  countries  to  provide  sustainable  sources  of 
funding  for  conservation  activities.  Also,  AID  would  be  required  to 
report  to  the  committee  within  2  years  on  its  incorporation  into 
AID  activities  of  the  principles  of  the  Agenda  21  plan  issued  at  the 
1992  Earth  Summit  in  Rio  de  Janeiro. 

With  respect  to  the  $50  million  request  by  the  administration  for 
a  Nonproliferation  and  Disarmament  Fund,  and  consistent  with 
this  request,  no  less  than  $8.1  million  should  be  authorized  for  ex- 
port control  related  activities.  These  funds  would  be  used  primarily 
for  export  controls  training  to  be  conducted  by  the  U.S.  Govern- 
ment. 

The  Staff  Director  will  please  read  the  policy  recommendations. 

Staff  Director.  The  policy  recommendations  for — ^in  fiscal  year 
1994 

Mr.  Gejdenson.  Without  objections,  the  document  will  be  consid- 
ered as  read. 

Are  there  any  amendments,  opening  statements  or  other  com- 
ments by  my  colleagues? 

Mr.  Roth. 

Mr.  Roth.  Thank  you,  Mr.  Chairman.  Mr.  Chairman,  I'd  like  to 
associate  myself  with  your  remarks,  especially  in  those  places 
where  you  have  mentioned  that  the  concerns  of  your  ranking  mem- 
ber are  taken  into  full  consideration.  I  want  you  to  know  we  appre- 
ciate that  and  we  appreciate  you  giving  all  the  members,  especially 
on  our  side,  you  know,  a  fair  hearing  on  the  amendments. 

This  is  a  new  initiative 

Mr.  Gejdenson.  Did  I  say  I  was  going  to  give  you  a  fair  hearing? 
[Laughter.] 

Mr.  Roth.  Well,  I  was  working  under — maybe  I  interpreted  your 
remarks  too  loosely,  but  I  thought  you  had  mentioned  you  were 
going  to  g^ve  us  a  fair  hearing. 
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Mr.  Chairman,  this  is  a  new  initiative,  maybe  a  new  paradigm 
in  congressional  markups.  So,  I  think  that  as  we  move  through  tne 
process  I'm  sure  that  it^l  work  itself  out  for  the  best;  at  least  those 
are  my  hopes. 

Mr.  Gejdenson.  Mine  too.  Other  comments,  opening  statements, 
amendments? 

Mr.  Roth.  Well,  I  have  amendments.  Opening  statements. 

Mr.  Gejdenson.  Opening  statements? 

[No  response.] 

Amendments? 

Mr.  Bereuter.  Mr.  Chairman,  amendments  to  what,  the  overall 
proposal? 

Mr.  Gejdenson.  Yes. 

Mr.  Bereuter.  I  have  a  question 

Mr.  Gejdenson.  Go  right  ahead. 

Mr.  Bereuter  [continuing].  Which  I'd  like  to  pursue. 

I  imderstand  that  there  is  discussion  about  a  U.S.  role  in  envi- 
ronmental conservation  trust  funds,  and  I  am  interested  to  know 
whether  or  not  this  relates  to  the  technical  assistance  to  establish 
such  or  it  also  includes  capitalization. 

I  have  strong  feelings  that  is  should  not  include  capitalization, 
which  I'd  go  into.  But  if  it  does  not  include  capitalization  I  won't 
need  to  pursue  it.  Can  you  enlighten  me  on  that  respect? 

Mr.  Gejdenson.  The  United  States  would  make  funds  available. 
They  would  be  shared  with  other  donor  funds,  and  that  would  be 
an  endowment  that  would  then  be  used  to  fund  the  activities. 

Mr.  Bereuter.  I  don't  think  at  least  this  member  has  been  in- 
volved in  any  hearings  or  discussions  about  that  concept,  and  I 
think  it  would  be  quite  a  dramatic  step  for  us  to  begin  to  capitalize 
environmental  conservation  funds.  Be — are  we 

Mr.  Gejdenson.  We  actually  had  a  couple  of  hearings  that  dealt 
with  the  general  issues,  but  not  necessarily  all  the  specifics.  We 
had,  I  believe,  on  two  occasions  approved  some  of  these  concepts. 

Mr.  Bereuter.  If  that's  the  case  then  I  was  not  involved  or  not 
here  it  seems  to  me.  At  least  that's  my  recollection. 

I  think  when  we  begin  to  capitalize  funds,  first  of  all,  there's  a 
question  about  whether  this  is  a  proper  use  of  very  limited  re- 
sources. And  I  think  that's  a  more  important  question  each  passing 
minute. 

Secondly,  I  think  that  the  United  States,  then,  has  a  responsibil- 
ity to  assure  that  the  funds  in  those  conservation  fiinds  are  spent 
well.  I  think  it's  quite  a  positive  initiative  to  encourage  the  creation 
of  such  conservation  funds.  I'm  very  much  in  favor  of  that.  We've 
tried  to  do  things  that  have  the  same  objectives  through  a  variety 
of  debt  for  nature  swaps.  And,  in  fact,  those  funds  in  such  con- 
servation funds  could  be  used  for  the  same  purposes. 

But  if  we  begin  to  capitalize  these  funds  with  U.S.  taxpayer's 
funds,  we  have  the  responsibility  to  assure  that  those  funds  are 
spent  well  thereafter.  And  that  is  a  very,  very  major  oversight  rule 
that  I  do  not  think  we  are  well-prepared  to  take  on. 

Mr.  Gejdenson.  Maybe  I  can  make  a  suggestion  to  the  Gentle- 
men that  is  twofold.  One  is  that  the  process  this  year  is  going  to 
work  somewhat  differently  than  in  the  past  in  that  the  committees 
are  going  to  make  recommendations  of  a  sort.  Then,  the  chairman 
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and  the  ranking  member  will  meet  in  a  somewhat  advisory  capac- 
ity with  the  full  committee  chair.  Following  that  we  will  work  on 
a  full  markup  bill  before  the  committee.  Is  that  correct? 

Mr.  Bereuter.  That's  the  understanding  that  I've  been  working 
under. 

Mr.  Gejdenson.  Yes. 

Mr.  Bereuter.  And  I  just  wanted  to  alert  the  chairman  that  I 
think  this  is  a  very  major  policy  issue 

Mr.  Gejdenson.  Yes. 

Mr.  Bereuter  [continuing].  That,  if  necessary,  will  have  to  be 
taken  to  the  floor  and  opposed  by  this  member  and  many  other 
members.  We  should  not  oe  in  the  business  of  capitalizing  con- 
servation funds  for  other 

Mr.  Gejdenson.  What  I  might  suggest  is  that  we  might  want  to 
sit  down  with  the  Gentleman  between  now  and  the  full  committee 
markup  and  see  if  we  can  deal  with  some  of  the  Gentleman's  con- 
cerns and  maybe  look  at  other  approaches. 

Mr.  Bereuter.  I  very  much  appreciate  that,  Mr.  Chairman.  I'm 
happy  to  do  that,  and  I  welcome  that  opportunity. 

Mr.  Gejdenson.  If  it  works,  it  works.  If  it  doesn't,  you  always 
have  the  amendment  process. 

Mr.  Bereuter.  I  do  think  we  have  a  very  basic 

Mr.  Gejdenson.  Disagreement. 

Mr.  Bereuter  [continuing].  Issue  here.  Not  a  disagreement,  but 
a  basic  issue.  And  it  would  be,  I  think  a  step — it  would  be  an  initial 
precedent  setting  step. 

Mr.  Roth.  Will  the  Gentleman  yield? 

Mr.  Bereuter.  I'd  be  pleased  to  yield. 

Mr.  Roth.  Your  major  disagreement  with  this  conservation  trust 
fund  is  basically  that  you're  interested  in  protecting  U.S.  taxpayer's 
funds  in  these  trust  accounts.  Is  that  basically  your  concern,  pro- 
tecting the  taxpayer's  money  here? 

Mr.  Bereuter  [continuing].  Actually  would  have  that  require- 
ment. I  don't  want  to  be  faced  with  that  dilemma.  I  don't  want  to 
put  U.S.  taxpayer's  funds  in  them  in  the  first  place. 

Mr.  Gejdenson.  Can  I  respond  to  the  Gentleman:  in  the  Enter- 
prise for  the  Americas  Initiative  we  had  basically  the  same  situa- 
tion, except  for  what  we  did  is  debt  for  nature  swaps  to  set  up.  Do 
you  think  this  is  that  much  different?  It's  still  the  same  resources 
basically. 

Mr.  Bereuter.  Those  are  resources  that  did  not  come  back  to  the 
Treasury;  that  is  certainly  true.  And  in  some  cases,  of  course,  the 
debt  is  not — ^non-governmental.  But,  indeed,  we  were  forgiving  or 
encouraging  forgfiveness  of  U.S.  Government  funds.  But  I  think  for 
all  times  in  the  future,  once  we  establish  a  fund,  we  have  an  over- 
sight responsibility. 

Mr.  Gejdenson.  I  would  like  to  point  out  something  very  inter- 
esting. In  Massachusetts  the  public  control  authority  that  deals 
witii  utilities  is  now  looking  at  bidding  new  utility  projects  based 
on  overall  environmental  impact.  For  instance,  they're  ready  to  ac- 
cept a  coal  plant  that  may  be  98  percent  as  clean  if  they  buy  for- 
ests to  then  make  up  the  difference. 

I  think  that  as  we  look  at  attaining  various  air  quality  stand- 
ards, et  cetera,  we  will  realize  that  these  things,  obviously,  have  a 
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benefit  beyond  simply  the  countries  that  we're  providing  assistance 
to.  V/e  all  benefit  fi-om  the  medicines  that  are  found  in  the  tropical 
rain  forest,  from  the  environmental  impact.  So,  I  think  there  is,  ob- 
viously, significant  interest  to  do  this. 

Mr.  Bereuter.  Mr.  Chairman,  that  we  also— one  more  point  if 
you  could — please  yield  to  the  ranking  member.  I  do  think  that 
to — while  some  of  these  trust  funds  can  be  expected  to  be  spent  for 
national  purposes  in  those  countries,  we  are,  therefore,  beginning 
to  assert  ourself  into  the  selection  of  priorities  under  that  conserva- 
tion trust  funds.  And  I  think  that  is  not  a  role  which  the  United 
States  ought  to  stand. 

I  think  it  will  lead  people  in  those  countries  to  think  that  we  are 
involving  ourself  in  matters  that  should  relate  only  to  their  sov- 
ereign decisions. 

Mr.  Roth.  I  think  the  Gentleman  from  Nebraska  makes  a  good 
point.  I  would  say  this  in  all  due  deference  to  Massachusetts;  that 
if  we're  going  to  use  Massachusetts  now  as  our  role  model — I  mean, 
have  we  come  to  that?  [Laughter.] 

Mr.  Gejdenson.  Could  be  worse;  we  could  use  Wisconsin,  sir. 

Mr.  Roth.  Well,  Wisconsin — it's  one  of  the  leading  environmental 
states  in  the  countiy. 

I  think  the  Grentleman  from  Nebraska  makes  a  fine  point.  And 
I — what  I  hear  the  chairman  saying  is  that  we're  going  to  talk  to 
the  Grentleman  about  this,  because  I  have  the  same  concerns,  be- 
tween now  and  when  the  legislation  comes  back  to  us  and  see  if 
we  can  work  something  out.  Is  that  correct? 

Mr.  Gejdenson.  Correct. 

Mr.  Bereuter.  I  thank  you,  Mr.  Chairman. 

Mr.  Gejdenson.  Thank  you. 

Mr.  Manzullo.  I'm  sorry.  I  got  here  late,  Mr.  Chairman.  My  un- 
derstanding is  that 

Mr.  Gejdenson.  As  a  freshman,  when  you  show  up  late,  you  lose 
your  rights  to  offer  amendments.  [Laughter.] 

Did  you  not  check  the  rules? 

Mr.  Manzullo.  I  do  have  some  amendments. 

Mr.  Gejdenson.  Go  right  ahead. 

Mr.  Manzullo.  My  understanding  is  that  there  will  be  no  U.S. 
dollars  used  to  capitalize  this  fund.  Or  will  there  be?  Nobody  wants 
to  answer  the  question. 

Mr.  Gejdenson.  No. 

Mr.  Roth.  Of  course  there  will  be. 

Mr.  Gejdenson.  If  you  just  give  a  second,  I  just  want  to 

Mr.  Manzullo.  All  right. 

Mr.  Gejdenson  [continuing].  Make  sure  that  I  didn't  misunder- 
stand you. 

The  answer  is  that  you're  incorrect.  A  fraction  of  the  dollars  are 
U.S.  dollars.  AID  was  given  this  authority  in  last  year's  appropria- 
tions bill.  AID  is  developing  an  implementation  process.  We  re  look- 
ing at  report  language. 

The  Gentleman  had  missed  the  discussion  where  Mr.  Bereuter 
raised  the  same  concerns  that  I  think  the  Grentleman  had.  It  was 
my  suggestion  that  mavbe  staff  and  the  members  could  work  be- 
tween now  and  the  full  committee  markup  to  see  if  there  is  any 
area  of  general  agreement.  If  not,  obviously  members  always  have 
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the  right  to  offer  their  amendments  either  here  or  in  the  full  com- 
mittee. I  wouldn't  want  to  preclude  any  member  from  doing  that. 

I  would  surest  that  for  all  our  purposes  it  would  make  the  most 
sense  to  see  if  we  can  work  it  out  between  now  and  full  committee 
in  dealing  with  the  Gentleman's  concerns.  Just  as  we've  found  in 
the  past  with  Mr.  Bereuter,  Mr,  Roth  and  others,  we've  been  able 
to  work  things  out;  but  this  is  not  always  the  case.  But  I  think 
they'll  tell  you  that  I've  always  protected  their  right  to  offer  amend- 
ments as  I  think 

Mr.  Bereuter.  That  is  true. 

Mr.  Manzullo.  Then  I  won't  offer  any  amendments.  My  inquiry 
was  if  we're  going  to  be  fxmding  this  fund  for  overseas  we're  short 
on  funds  for  our  own  cleanup  problems  here,  and  it's  going  to  be 
hard  to  sell  that  back  home.  Just  an  observation. 

Mr.  Gejdenson.  Yes.  There's  no  question  that  it's  a  politically 
difficult  thing  to  do  on  all  sides  of  the  aisle. 

Mr.  Manzullo.  Thank  you,  Mr.  Chairman. 

Mr.  Gejdenson.  Mrs.  Meyers. 

Mrs.  Meyers.  Did  you  say,  Mr.  Chairman,  that  this  would  mean 
these  funds  from  the  United  States  would  be  contributed  with 
funds  from  other  countries? 

Mr.  Gejdenson.  Yes,  that  would  leverage  additional  funding. 

Mrs.  Meyers.  And 

Mr.  Gejdenson.  We  wouldn't  direct  these  to  be  singularly  Amer- 
ican dollars. 

Mrs.  Meyers.  Right.  Fd  like  to  sit  in  on  those  discussions.  I  don't 
remember  the  details  of  what  we  provided  last  year.  This  didn't 
concern  me  as  much  as  I  think  it  does  my  two  colleagues  because 
it  did  seem  to  me  very  similar  to  what  we  did  in  the  debt  for  na- 
ture swap. 

It  was  a  little  more  roimdabout  process  where  it  was  a  forgfive- 
ness  of  a  certain  amount  of  money,  and  we  allowed  that  country 
to  pay  in  their  own  currency  instead  of  in  dollars,  and  their  cur- 
rency went  into  a  fund  witnin  their  country.  But  when  you  got 
right  down  to  it,  it  was  dollars  that  should  have  gone  to  the  United 
States,  and  instead  it  went  into  a  fund.  It  was  just  a  little  more 
roundabout  process. 

Mr.  Gejdenson.  If  the  Gentlelady  will  yield.  Not  that  Mr.  Bereu- 
ter needs  a  defender 

Mrs.  Meyers.  Yes. 

Mr.  Gejdenson  [continuing],  and  especially  since  I  disagree  with 
his  concerns  to  some  degree,  but  I  think  he  would  probably  argue 
that  there  was  some  chance  we  weren't  ever  going  to  see  those 
funds  anyway.  And,  therefore,  attributing  those  funds  to  debt  for 
nature  gave  us  at  least  the  advantage  of  getting  something  inter- 
nationally for  something  we  might  not  get.  And  I  understand  the 
difference 

Mr.  Bereuter.  What's  that?  [Laughter.] 

Mr.  Gejdenson  [continuing].  Difference  between — and  let  make 
the  other  argument,  however,  that  it's  just  as  important  to  deal 
with  this  issue  and  that  the  benefit — that  our  dollars  could  attract 
lots  of  other  dollars  and  have  a  tremendous  benefit  for  our  citizens 
as  all  other  citizens,  but  I  understand  the  political  situation  as 
well. 
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Mrs.  Meyers.  And  if  Staff  could  maybe  provide  us  with  a  re- 
fresher. I  can't  remember  exactly  what  tne  details  of  that  structure 
were  last  year  and  how  our  money  is  supposed  to  leverage  money 
from  other  countries.  And  I  just  don't  remember 

Mr.  Gejdenson.  Be  happy  to  do  that.  Other  questions  or  com- 
ments? 

Mr.  Wynn.  Mr.  Chairman,  would 

Mr.  Gejdenson.  The  Gentleman  from  Maryland. 

Mr.  Wynn.  Thank  you,  Mr.  Chairman.  To  summarize  we  have  a 
couple  of  questions. 

First,  I — to  me  the  private  sector  investment  program  is  rec- 
ommended for  elimination.  Could  someone  articulate  the  basis  for 
that  recommendation? 

Mr.  Gejdenson.  Could  you  repeat  that.  I'm  sorry. 

Mr.  Wynn.  The  elimination  of  the  private  sector  investment  pro- 
gram; why?  Would  someone  just,  kind  of,  explain  that.  And  also, 
how  much  money  was  involved  with  that  program? 

Mr.  Gejdenson.  You  can  just — just  from  here.  Right  here.  Just 
take  that  mic. 

Ms.  LaTorre.  This  is  a  program  that  we  tried  to  eliminate  6 
years  ago,  then  4  years  ago,  then  2  years.  We  were  never  satisHed 
with  the  data  that  AID  provided  to  make  sure  that  the  loans  were 
actually  going  to  individuals  that  were  previously  unable  to  receive 
loans.  There  was  a  question  if  they  were  going  to  people  that  were, 
frankly,  just  higher  risk  borrowers  that  already  had  access  to  cred- 
it. We  were  just  never  satisfied  with  the  management  of  the  pro- 
gram. The  dlinton  administration  funded  it  at  zero.  So,  we  went 
along  with  that  recommendation. 

Mr.  Wynn.  So,  how  many  loans  were  actually  made  during  the 
last — at  the  time  of  the  last  report? 

Ms.  LaTorre.  I  don't  have  that  data  with  me.  I  could  provide  it 
to  you. 

Mr.  Wynn.  Thanks.  I'd  like  to  look  at  this  program  before  we  go 
to  full  committee  markup.  I've  got 

Mr.  Gejdenson.  We'll  make  sure  that  you  and  I  get  together 
with  Staff,  and  we'll  go  over  the  details  of  it. 

We  ought  to  get  somebody  from  the  administration  in  who  made 
the  recommendation  as  well  to  sit  down  with  us. 

Mr.  Wynn.  That  would  be  helpful. 

My  second  question  is  dealing  with  the  environment.  And  AID 

fot  a  pretty  substantial — about  $650  million  increase  in  this  area, 
here's  a  question  I  have 

Mr.  Gejdenson.  Would  the  Gentleman  yield? 

Actually,  it  wasn't  an  increase.  What  happened  is  in  last  year's 
budget 

Mr.  Roth.  In  1  year? 

Mr.  Gejdenson.  I  think  in  last  year's  budget,  and  in  this  years, 
there's  a  slight  increase  in  the  budget.  What  happened  is  they  sim- 
ply earmarked  existing  funds  so  that  the  dollars  had  always  been 
spent.  And  what  they  did  for  the  first  time  and,  again,  this  time 
increasing  that  nominally,  but,  in  fact,  it  doesn't  increase  overall 
spending.  It's  just  segregating  funds  that  are  already  spent,  most 
of  whom  which  I  bet  you  were  spent  already  on  environmental 
projects. 
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Mr.  Wynn.  OK-  My  question  actually  dealt  with  the  hiring  by 
AID  in  this  area.  I  would  be  curious  as  to  whether  these  are  U.S. 
hires  and  what  percentage  are  minority  persons. 

Mr.  Gejdenson.  The  U.S.  hires,  I'm  not  sure  of  the 

Mr.  Wynn.  Are  they  all  U.S.  hires  in  this  program? 

Mr.  Gejdenson.  The  recommendation  deals  with  U.S.  hires,  and 
we  can  check  to  make  sure  what  the  historical  breakdown  has  been 
on  who  they  hire. 

Mr.  Wynn.  OK.  Did  you  want  to  talk  about  OPIC  now,  or  were 
you  going  to  do  it 

Mr.  Gejdenson.  Go  right  ahead. 

Mr.  Roth.  Mr.  Chairman,  I  wonder  if  I  could  answer  his  ques- 
tion. This  particular  program  made  $11  million  in  loans  last  year 
and  lost  $4  million.  That's  according  to  0MB. 

Mr.  Wynn.  Is  that  the  private  sector 

Mr.  Roth.  Yes. 

Mr.  Wynn  [continuing].  Investment  program? 

Mr.  Roth.  Yes. 

Mr.  Wynn.  It  made  $11  million  in  loans  and  lost  $4  million. 

Mr.  Roth.  $4  million.  That's  a  pretty  high 

Mr.  Wynn.  I  can  see  why  there  s  some  concern.  [Laughter.] 

Mr.  Gejdenson.  Even  in  Congress  that's  a  bad  ratio.  [Laughter.] 

Mr.  Wynn.  I'm  wondering  whether  any  steps  were  taken  to,  sort 


of- 


Mr.  Gejdenson.  We  actually  tried- 


Mr.  Wynn  [continuing^.  Tighten  the  program  rather  than  elimi- 
nate it. 

Mr.  Gejdenson.  As  I  recall,  over  a  number  of  years.  Donna  led 
the  effort  on  the  Staffs  behalf,  we  tried  to  get  them  to  give  us 
Sidelines,  to  give  us  better  answers,  and  never  got  the  answers. 

Mr.  Wynn.  ^d  now  they're  gone. 

Mr.  Gejdenson.  And — that's 

Ms.  LaTorre.  Then,  last  year  we  rewrote  part  of  the  program 
into  the  foreign  aid  bill,  which  was  reported  out  of  our  committee 
but  did  not  pass  the  House  floor.  I'd  be  happy  to  provide  that  to 
you. 

Mr.  Wynn.  Yeah.  OK.  I  appreciate  it. 

Mr.  Gejdenson.  Thank  you.  Any  other  issue? 

Mr.  Wynn.  The  last  question  dealt  with  OPIC.  Can  you  basically 
explain  the  difference  in  this  bill  that  we  have  before  us  and  what 
has  gone  on  previously  or  the  existing  law. 

Ms.  LaTorre.  Last  year,  the  committee  passed — actually,  the 
House  passed,  by  a  wiae  margin,  a  total  rewrite  of  OPIC.  When  it 
went  to  Senate  conference,  the  Senate  did  not  want  to  do  a  com- 
plete rewrite  of  OPIC.  So,  we  just  included  the  amendments  that 
were  absolutely  necessary  to  sustain  the  progfram  so  the  authoriza- 
tion would  not  lapse. 

What  we  have  presented  to  you  is  the  exact  same  language  that 
went  tiirough  the  committee  and  passed  the  House  with  one  excep- 
tion: we  added  language  that  was  in  Title  8  of  the  quick  piece  of 
legislation  we  passed  through  the  House  and  Senate  last  year  at 
conference  that  states  that  no  money  in  this  title — ^the  OPIC  title — 
can  be  used  except — received.  That's  the  only  addition 

Mr.  Gejdenson.  We  got  it  done  on  the  floor  last  year. 
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Ms.  LaTorre.  So,  it's  already  law.  We're  just  adding  it  again  be- 
cause it's  a  complete  rewrite. 

Mr.  Wynn,  Are  there  any  caps  on  direct  loans? 

Ms.  LaTorre.  There's  a  program  loan  cap.  Let  me  show  you  the 
page. 

Mr.  Wynn.  OK  Fine.  If  she'll  show  me,  that's  fine,  Mr.  Chair- 
man. 

Mr.  Gejdenson.  Further  comments,  questions? 

Mr.  FmoERHUT.  Mr.  Chairman. 

Mr.  Gejdenson.  Yes. 

Mr.  FiNGERHUT.  Two  quick 

Mr.  Gejdenson.  Mr.  Fingerhut. 

Mr.  Fingerhut.  Thank  you,  Mr.  Chairman.  Two  questions  if  I 
could.  Under  the  Housing  and  Urban  Programs  office;  the  third 
recommendation.  It's  on  the  bottom  of  the  first  page  of  your  sum- 
mary sheet.  There's  the  recommendation  with  respect  to  the  office 
raising  its  fees  to  lenders  for  housing  guarantees  in  an  effort  to  off- 
set claims.  For  someone  who's  new  to  this  subject  matter,  who  are 
the  lenders  and  is  there — do  we  have  good  reason  to  believe  that 
there's  money  that  could  be  recouped  there?  And  then,  perhaps 

Mr.  Gejdenson.  Well,  we're  presently- 


Mr.  Fingerhut  [continuing].  Is  there  a  stronger- 


Mr.  Gejdenson.  Well,  we're  presently  recouping  the  costs  of  the 
program.  One  of  our  colleagues  on  the  committee  was  interested  in 
flat  out  raising  the  fees.  He  was  gracious  enough  to  accept  a  review 
to  see  if  it  was  practical.  And  we  put  the  language  in  there  to  take 
a  look  if  the  taxpayers  could  continue  to  provide  the  kind  of  assist- 
ance that  they've  been  happy  to  provide  and  break  even  if  there 
possibly  was  a  way  to  recoup  a  little  more  than  breaking  even  £ind 
still  provide  the  benefit. 

And  we  thought,  rather  than  a  confrontation  over  an  absolute 
raising  of  the  fees  that  it  made  sense  to  have  them  take  a  look  and 
report  back  to  us. 

Mr.  Fingerhut.  We're  currently — we  are  currently  breaking  even 
on  the  program? 

Mr.  Gejdenson.  Yes.  As  I  understand  it,  we  are. 

Mr.  Fingerhut,  So,  there's  the  desire  to  make  a  profit.  Is  that 
the 

Mr.  Gejdenson,  Well,  it  would.be  novel  for  government  to  make 
a  profit  but  not  necessarily  against  any  of  the  laws  that  we  func- 
tion under. 

Mr.  Fingerhut.  Mr.  Chairman,  the  second  question.  Maybe  this 
is  of  a  similar  nature  in  the  sense  of  a  compromise  among  compet- 
ing interests  on  the  environment  section.  Also  the  third  rec- 
ommendation on  that  last  page  that  refers  to  AID  increasing  its 
support  for  energy  efficiency  and  renewable  energy  projects  in  the 
developing  worldT  Are  we—do  we  have  in  mind  an  increased  au- 
thorization or  a  set-aside  of  existing  authorizations?  Is  there  some 
set  project  that's  contemplated  here? 

Mr.  Gejdenson.  No.  It's  a  change  in  priorities,  and  I  think  it's 
the  same  kind  of  change  we'd  like  to  see  in  this  country,  frankly, 
renewables.  But  there's  no  specific  projects  in  mind.  Coming  would 
be  £ui  excellent  choice  by  the  way. 
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Mrs.  Meyers.  Isn't  Israel  the  only  country  where  we've  ever  had 
housing  g^uarantee  loans? 

Mr.  Gejdenson.  No,  I  don't  think  so.  There's  an  existing 
program —  Israel  was — yes.  Israel's  totally  separate,  actually,  from 
the  existing  program,  but  the  program's  gone  on  for  a  number  of 
years. 

Mrs.  Meyers.  But  this — ^in  other  words,  would  this  be  under  the 
same  conditions  then  as  the  housing  loan  guarantee  version? 

Mr.  Gejdenson.  It's  a  separate  operation,  but  we'd  hope  they'd 
look  at  all  their  programs  and  make  sure  they  operate  them  in  the 
best  interest  at  providing  housing — which  is  what  we  want  to  do 
in  many  of  these  poorer  countries — and  also  take  the  best  interest 
they  can  for  the  .^nerican  taxpayer. 

Mr.  Roth.  Mr.  Chairman.  To  dovetail  with  that  I  have  an 
amendment  I  would  hope  that  this  committee  would  support  me 
on.  And  that's  to  provide  incentives  to  countries  to  be  current  in 
their  debts  to  us. 

Many  of  these  countries  who  are  looking  for  these  loans  are  not 
current  in  their  debts.  And  this  amendment  that  I  have  would  stip- 
ulate that  no  housing  guarantees  could  be  issued  to  a  country 
whose  country's  government  is  in  arrears  in  existing  debts  to  the 
United  States.  In  arrears  would  mean  that  they — overdue  bills  for 
over  90  days. 

And  the  AID  housing  guarantees  for  next  year  are  going  to  cost 
some  $16  million  eventual  losses,  and  this  is  taxpayer's  money. 
And  I  think  especially  when  we  deal  with  foreign  aid  and  the  like, 
we  have  to  have  public  opinion  supporting  us  in  these  areas. 

Now,  other  U.S.  credit  programs,  such  as  GSM  Farm  Export 
Credit  Program,  they  have  such  a  rule.  But  there  is  no  rule  when 
it  comes  to  housing  guarantees.  And  I  would  ask  the  committee  to 
support  me  in  that  amendment. 

Mr.  Gejdenson.  If  the  Gentleman  would  yield.  I  would  ask  the 
Gentleman,  since  he'll  be  in  the  process  by  which  we  put  the  final 
markup  up  for  the  full  committee,  if  he  could  hold  his  amendment 
and  we  could  have  some  discussions  between  now  and  then  to  find 
a  way  that  we  can  address  the  concerns  that  the  Gentleman  has 
as  well  as  the  concerns  that — ^these  are  funds  to  help  countries 
often  in  the  most  strenuous  of  economic  conditions — that  we  might 
be  able  to  find  a  practical  way  of  achieving  the  Gentleman's  goals 
without  necessarily  creating  the  kinds  of  hurdles  that  we  might  not 
want  to  put  in  the  process. 

So,  for  instance,  if  we  have  a  country  whose  political  stability 
we're  worried  about,  and  we're  trying  to  move  Russian — I'm  not 
saying  this  is  an  example. 

Mr.  Roth.  Yes. 

Mr.  Gejdenson.  But  if  you're  trying  to  move  Russian  troops  out 
of  Lithuania  back  into  the  Soviet  Union  you  might  want  to  use  a 
similar  program,  not  necessarily  in  this  instance  but  in  some  other 
place.  We  might  want  to  be  able  to  access  these  funds  to  provide 
housing  even  if  there  are  other  financial  problems  going  on.  And 
maybe  the  Gentleman  and  I  could  work  between  now  and  the  full 
committee — take  a  look  at  his  concerns. 
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Mr.  Roth.  Well,  I  appreciate  the  chairman's  view.  And,  yes,  let's 
work  it  out  and  see  if  we  can  come  to  some  sort  of  accommodation. 
I'd  appreciate  that  very  much. 

Mr.  Gejdenson.  Mr.  Bereuter. 

Mr.  Bereuter.  Thank  you,  Mr.  Chairman.  I  have  two  comments. 
One  was  related  to  the  discussion  that  just  took  place.  And  perhaps 
I've  missed  something  again,  but  it  does  seem  to  me  that  the  hous- 
ing and  urban  programs  have  gone  unexamined  for  far  too  long; 
that  there  needs  to  oe  better  oversight  by  the  Congress. 

And  perhaps  one  of  the  things  that  could  be  considered,  if  I  may 
suggest  it,  is  the  possibility  that  we  ought  to  have  a — that  we 
should  request  the  formal  GA  audit  of  tne  program  of  the  loan 
guarantee  program  for  housing  to  see  how,  in  fact,  it  has  worked. 
And  so  that  we  might  wEint  to  take  some  action  next  time  if  it 
seems  appropriate. 

Mr.  Gejdenson.  Yes.  I'd  be  happy  to  join  the  Gentleman  in  re- 
questing that. 

Mr.  Bereuter.  Thank  you.  And  is  it  possible  we  could  actually 
do  it  as  part  of  the  legislation? 

Mr.  Gejdenson.  Let's  see  if  that's  necessary.  If  it's  not 
necessary 

Mr.  Bereuter.  It's  not  necessary,  but  it  does,  I  think,  probably 
give  it  a  priority  and  it's  in 

Mr.  Gejdenson.  I  don't  see  any  problem.  Let's  discuss  it  between 
now  and  full  committee. 

Mr.  Bereuter.  And  I  wanted  to  add  my  support  and  compliment 
to  you  or  to  whoever  was  involved  in  an  element  here  that  relates 
to  OPIC.  As  I  understand  it,  the  interest  that  they  earn  on  their 
reserves  could  well  cover  the  losses  on  their  international  subsidy 
programs.  And  while  this  may  be  an  issue  between  authorizers  and 
appropriators,  it  does  seem  to  me  this  makes  a  lot  of  sense  instead 
of  requiring  the  appropriations  to  take  place  every  year  and  inflate 
what  seems  to  be 

Mr.  Gejdenson.  Right. 

Mr.  Bereuter  [continuing].  Our  expenditures  when,  in  fact, 
OPIC  is  making  us  money  that  could  be 

Mr.  Gejdenson.  Absolutely. 

Mr.  Bereuter  [continuing].  For  that  purpose.  And  I  think  your 
legislation  addresses  that,  and  I  wantea  to  commend  you  for  that 
and  say  that  I  think  that's  something  we  should  hang  on  to. 

Mr.  Gejdenson.  Thank  you.  Mr.  Fingerhut. 

Mr.  Fingerhut.  Mr.  Chairman,  just  a  point  of  clarification  along 
these  same  lines.  I  had  asked  you  the  question  about  the  guarantee 
and  the  raising  of  the  rate,  and  your  response  was  that  this  was 
a  break-even,  fthought  I  heard  Mr.  Roth  in  his  statement  with  re- 
spect to  his  proposed  amendment,  which  he  withdrew,  saying  that 
we  lost  $16  million.  Was  that  your  statement,  Mr.  Roth? 

Mr.  Roth.  That's  correct.  We  are  going  to  be  subject  to 

Mr.  Fingerhut.  Are  we  talking  ^out  the  same  thing,  or  are  we 
talking  about  two  different  things? 

Mr.  Roth.  We're  talking  about  the  same  thing.  We  are  subject 
to  losing 

Mr.  Gejdenson.  Subject. 

Mr.  Roth  [continuing].  $16  million. 
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Mr.  Gejdenson.  We  haven't  lost  it  yet. 

Mr.  Roth.  It's  an  estimate,  right. 

Mr.  Gejdenson.  We'll  work  with  the  two  Gentlemen  between 
now  and  full  committee  markup. 

Mr.  Roth.  And  I — if  you'll — if  the  Gentleman  will  yield.  I  share 
your  same  concerns.  That's  why  I  introduced  the  amendment.  But 
the  chairman  of  our  subcommittee  here,  Mr.  Gejdenson,  said  he's 
going  to  work  with  us  to  try  to  work  something  out.  And  so— — 

Mr.  FiNGERHUT.  I  was  just  seeking  clarification  between  what 
seemed  to  me  were  conflicting 

Mr.  Gejdenson.  If  there  are  no  other  comments  or  questions,  all 
those  in  favor  of  the  proposal  say,  aye. 

[Chorus  of  ayes.] 

Opposed  say,  nay. 

[No  response.] 

The  ayes  have  it.  The  committee's  adjourned. 

[Whereupon,  at  2:01  p.m.,  the  subcommittee  was  adjourned.] 
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STATEMENT  OF  SAM  GEJDENSON 

CHAIRMAN 

SUBCOMMITTEE  ON  ECONOMIC  POLICY.  TRADE  AND  ENVIRONMENT 

MAY  4. 1993 

The  Subcommittee  meets  today  to  hear  from  the  Administration  and  the  private 
sector  regarding  those  aspects  of  the  1994  Foreign  Aid  Reauthorization  within  our 
jurisdiction. 

We  will  focus  on  a  number  of  important  issues  in  preparation  for  our 
Subcommittee  mark-up  on  May  11.  and  to  enable  us  to  report  to  the  full  Committee 
by  May  14. 1993. 

At  today's  hearing  we  will  address  the  following  components  of  foreign  aid: 
-trade  and  aid.  including  the  Trade  and  Development  Agency,  the  Overseas  Private 
Investment  Corporation,  the  Office  of  Housing  and  Urban  Programs,  the 
Microenterprise  Program,  and  the  demise  of  the  Private  Sector  Investment  Program; 
-funding  for  environmental  protection  and  environmentally  sustainable  development 
in  developing  countries:  and 

-funding  for  non-proliferation  and  arms  control-  specifically  the  new  money 
identified  for  exfxjrl  control  purposes. 

Given  the  vast  area  to  be  covered,  we  hope  to  move  efficiently.   I  ask  that  the 
witnesses  be  crisp  and  to  the  point.  We  appreciate  the  cooperation  of  the 
Administration  and  the  private  sector  in  providing  us  with  the  necessary  witnesses  on 
such  short  notice. 
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Mr.  Chairman  and  members  of  the  Subcommittee,  I  appreciate  this  opportunity  to  testify 
before  the  Subcommittee  on  Economic  Policy,  Trade  and  Environment  regarding  sustainable 
development  and  the  future  of  U.S.  foreign  assistance  programs. 

I  hope  that,  as  this  subcommittee  considers  what  direction  U.S.  foreign  assistance  policy 
should  take  in  the  future,  it  carefully  considers  the  documents  produced  at  the  United  Nations 
Conference  on  Environment  and  Development  (UNCED),  held  last  June  in  Rio  de  Janeiro. 
This  conference,  better  known  as  the  Earth  Summit,  was  an  historic  event  and,  by  many 
measures,  an  extraordinary  success.   The  largest  gathering  of  heads  of  state  in  history,  the 
Earth  Summit  yielded  significant  agreements  on  a  wide  range  of  issues  critical  to  the  health 
of  the  planet  and  to  the  future  of  humankind. 

These  documents  include  both  binding  and  non-binding  agreements.    Among  the  binding 
agreements  are  the  Convention  on  Climate  Change  and  the  Convention  on  Biological 
Diversity,  which  the  United  States  recently  announced  it  would  sign.   The  other  agreements  - 
-  the  Statement  on  Forest  Principles,  Agenda  21  and  the  Rio  Declaration  --  are  non-binding, 
but  represent  a  strong  international  consensus  on  environmental  and  sustainable  development 
issues.    Together,  these  documents  provide  a  coherent  and  comprehensive  framework  with 
which  to  integrate  the  goals  of  economic  development  and  environmental  protection. 

My  concern  today,  Mr.  Chairman,  is  ensuring  that  UNCED's  agreements  receive  adequate 
attention  and  follow-up.   I  had  the  honor  of  traveling  to  Rio  de  Janeiro  as  part  of  the  official 
congressional  Delegation  to  the  Conference.    I  made  a  promise  while  I  was  in  Rio  that  I 
would  work  to  ensure  that  the  commitments  made  at  the  Earth  Summit  would  not  be 
forgotten. 

As  we  near  the  one  year  anniversary  of  the  Earth  Summit,  Mr.  Chairman,  I  believe  that  we 
need  to  review  what  actions  we  have  taken  to  date  to  promote  progress  toward  the  Summit's 
goals.    In  my  judgment,  we  have  not  done  enough.    I  believe  that  it  is  time  for  the  United 
States  to  institutionalize  its  commitment  to  the  Earth  Summit,  and  I  propose  that  we  do  so  by 
establishing  a  "Rio  Commission"  to  review  U.S.  and  international  progress  toward  the  Earth 
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Summit's  policy  goals.    I  have  introduced  legislation,  H.R.  299,  to  create  such  a 
commission. 

Modeled  after  the  Helsinki  Commission,  the  Rio  Commission  would  consist  of  four  members 
each  from  the  House  and  Senate  and  three  appropriate  members  from  the  Executive  Branch. 

Just  as  the  Helsinki  Commission  has  focused  attention  on  international  compliance  with 
human  rights  and  other  provisions  of  the  1975  Helsinki  Accords,  the  Rio  Commission  would 
monitor  how  well  the  United  States  and  other  UNCED  conferees  are  following  policy 
guidelines  in  the  areas  covered  by  the  Rio  Declaration,  Agenda  21,  and  the  other  Earth 
Summit  agreements.    For  example,  the  Commission  would  track  action  to  promote 
sustainable  development  and  to  address  threats  to  our  global  environment  such  as  climate 
change,  ocean  pollution,  deforestation,  biodiversity  loss  and  persistent  poverty.   The  Rio 
Commission  would  serve  solely  as  an  advisory  and  information  gathering  body  with  no 
authority  or  responsibility  for  actual  implementation  of  the  UNCED  agreements. 

Mr.  Chairman,  the  Rio  Commission  would  provide  the  public  with  an  official  forum  to  voice 
its  concerns  regarding  progress  toward  sustainable  development  and  implementation  of  the 
Earth  Summit  agreements  both  in  the  United  States  and  around  the  world.   The  Commission 
would  receive  testimony  from  and  respond  to  the  concerns  of  non-governmental  organizations 
(NGOs),  citizens  groups  and  other  private  and  public  bodies  concerned  with  sustainable 
development.    NGOs  played  a  critical  role  at  the  Earth  Summit  and  continue  to  play  a  vital 
role  in  monitoring  sustainable  development  initiatives  as  well  as  environmental  and  human 
rights  abuses  at  the  local,  national  and  international  level.    They  should  be  guaranteed  an 
official  forum  to  provide  decision  makers  with  their  input,  insight  and  expertise. 

The  Rio  Commission  could  report  on  issues  ranging  from  promising  initiatives  taken  by 
community  organizations  to  controversial  projects  funded  by  multilateral  development  banks. 
Furthermore,  the  Commission  would  not  be  limited  to  reviewing  only  official  reports 
submitted  by  national  governments,  but  would  receive  testimony  and  input  from  a  variety  of 
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sources  on  progress  and  —  equally  important  ~  failures  to  implement  the  Summit's 
agreements. 

Finally,  the  Rio  Commission  would  provide  the  U.S.  with  an  important  opportunity  to  assess 
its  own  progress  in  the  context  of  what  actions  have  been  taken  or  not  taken  by  other 
countries. 

Mr.  Chairman,  I  have  discussed  my  proposal  with  the  White  House  Office  on  Environmental 
Policy  and  we  hope  to  coordinate  our  efforts  to  ensure  substantive  follow-up  to  the  Earth 
Summit  both  at  home  and  abroad.    I  am  currently  working  with  that  office  to  clarify  some 
functions  of  the  Rio  Commission,  and  I  hopeto  otter  a  revised  version  of  my  bill  to 
incorporate  the  Administration's  suggestions  on  the  one-year  anniversary  of  UNCED  in  early 
June. 

The  White  House  has  suggested  that  I  revise  my  bill  to  designate  the  following  three 
representatives  of  the  Executive  Branch  to  serve  as  members  of  the  Commission:  the 
Administrator  of  the  Environmental  Protection  Agency,  the  Director  of  the  White  House 
Office  on  Environmental  Policy,  and  the  Undersecretary  of  State  for  Global  Affairs. 

I  hope  that  this  subcommittee,  as  well  as  the  full  Foreign  Affairs  Committee,  will  favorably 
consider  my  legislation  and  that  my  bill  will  come  before  the  full  House  for  consideration  in 
a  timely  fashion.    It  is  ultimately  important  for  the  United  States  to  reclaim  the  mantle  of 
international  environmental  leadership  and  show  other  UNCED  conferees  that  the  Congress 
of  the  United  States  and  the  White  House  feel  strongly  about  substantive  and  timely  follow- 
up  to  Rio. 

I  thank  the  Subcommittee  for  the  opportunity  to  testify. 
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Mr.  Chairman,  I  am  pleassd  to  have  th«  opportunity  tc 
cJiscuss  the  export  contrcl  components  of  the  Administration's 
request  for  a  $50  million  non-proliferation  and  disarmament 
fund. 

President  Clinton  and  Secretary  Christopher  have  called 
prevention  and  reversal  of  the  proliferation  of  weapons  of  mass 
destruction  one  of  the  foremost  security  challenges  confronting 
the  United  States  in  the  post-Cold  War  world.   They  are 
committed  to  U.S.  leadership  in  this  effort. 

We  mean  to  stem  proliferation  of  such  weapons  by: 

•  Seeking  full  and  effective  enforcement  of  non-proliferation 
treaties  and  agreements.   These  include  the  Nuclear 
Non-proliferation  Treaty  <NPT) ,  Biological  weapons 
Convention,  and  the  Chemical  Weapons  Convention  (CWC) . 

•  Seeking  to  improve  the  coverage,  membership,  and 
enforcement  of  non-proliferation  export  control  regimes. 
This  includes  the  Missile  Technology  Control  Regime  (MTCR), 
the  Australia  Group,  and  the  Nuclear  Suppliers  Group. 

•  Reviewing  and  improving  our  own  national  export  control 
system  for  ways  to  improve  its  ability  to  stem 
proliferation  without  harming  essential  commercial 
objectives . 

•  Continued  application  of  Nunn-Lugar  funding  in  the  four 
.luclear  states  of  the  former  Soviet  Union  (Russia, 
Kazakhstan,  Ukraine,  and  Belarus)  to  assist  in  the  safe  and 
secure  storage,  transportation  and  dismantlement  of  the 
former  Soviet  Union's  nuclear  weapons  and  delivery  systems. 

The  Nunn-Lugar  funding  addressed  a  very  significant  new 
challenge.   We  are  using  it  to  help  Russia  build  storage 
facilities  for  the  fissile  materials  from  the  nuclear  weapons 
It  is  dismantling  and  for  their  components  as  part  of  the 
Gorbachev  and  Yeltsin  unilateral  initiatives  on  tactical 
nuclear  weapons  and  the  INF  and  START  treaties.   We  are  also 
assisting  Russia,  Ukraine,  and  Kazakhstan  in  the  dismantling  of 
strategic  missiles  and  bombers,  missile-carrying  submarines  and 
ICBM  launchers. 
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But  there  are  other  proliferation  challenges,  in  the 
non-nuclear  states  of  the  former  Soviet  Union  (FSU),  and  in 
Eastern  Europe,  South  America,  Africa,  the  Middle  East,  and  Asia, 

Some  of  these  challenges  involve  vigorous  enforcement  of 
international  non-proliferation  standards  with  respect  to 
countries  hostile  to  our  objectives.   For  these  cases,  we  want 
to  ensure  that  export  controls  —  backed  by  good  intelligence  — 
prevent  commerce  in  dangerous  exports  related  to  weapons  of  mass 
destruction.   We  also  need  to  ensure  that  the  international 
bodies  charged  with  carrying  out  inspections  and  monitoring  — 
the  International  Atomic  Energy  Agency  (IAEA)  and  the  UN  Special 
Commission  on  Iraq  (UNSCOM)  are  good  examples  —  are  equipped 
for  their  jobs  and  receive  our  political  support. 

But  just  as  significantly,  there  are  a  number  of  countries 
willing  to  accept  and  implement  our  non-proliferation  objectives 
that  do  not  have  the  expertise  or  resources  to  do  so.  Russia 
and  the  other  FSU  states  that  we  help  under  Nunn-Lugar  willingly 
accepted  the  need  to  promote  the  safety  of  nuclear  materials  and 
export  controls,  but  required  U.S.  expertise  and  initial  funding 
to  help  make  these  objectives  reality. 

Last  year  Congress,  in  the  Freedom  Support  Act,  authorized 
the  President  to  make  available  up  to  $100  million  in  FY  1993 
sec'jrity  assistance  funds  to  promote  bilateral  and  multilateral 
non-proliferation  and  disarmament  activities. 

v;e  strongly  support  the  purposes  intended  to  be  met  by  this 
conerossional  initiative.   Unfortunately,  FY93  security 
assistance  funds  could  not  be  reprogrammed  for  these  purposes 
because  cutbacks  and  earmarks  had  reduced  overall  funding. 

Con-istent  with  the  Freedom  Support  Act  authorization,  we 
are  proposing  establishment  of  a  $50  million  fund  for 
Non-Prolif eration  and  Disarmament  in  FY94 . 

This  fund  would  be  part  of  an  integrated,  governme.it-wide 
approach  toward  non-proliferation,  which  includes  the 
Departments  -f  State,  Defense,  Commerce  and  Energy,  and  the  Arms 
Control  and  Disarmament  Agency. 

T  will  Outline  the  four  components  of  the  Department's 
Non-Prolif eration  and  Disarmament  fund: 

•    education  and  training  $9.1  million:   Most  of  these  funds 
would  help  other  countries  establish  and  maintain  their  own 
expert  control  functions. 
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•  destruction  and  conversion  $18.5  million:   This  would  help 
fund  destruction  or  conversion  of  weapons  or  facilities  in 
those  countries  not  eligible  for  Munn-Lugar  assistance  that 
are  willing  to  comply  with  weapons-control  regimes  such  as 
the  CWC  or  the  MTCR,  but  who  lack  the  financial  or  technical 
resources  to  do  the  destruction  or  conversion  themselves. 

•  enforcement  and  interdiction  $6  million:   This  would  attempt 
to  stem  the  sources  and  conduct  of  black  market  and  other 
destabilizing  trade  in  materials  related  to  weapons  of  mass 
destruction. 

•  safeguards  and  ▼erification  $16.4  million:   This  will  assist 
international  organizations  to  conduct  more  creative  and 
effective  inspections  to  enforce  international  agreements. 

Four  programs  focus  directly  on  export  control-related 
activities  and  totaling  $8.1  million: 

Export  control  training  ($5  million):   Offer  export 
control  assistance  —  like  that  we  are  now  offering  the 
four  nuclear  FSU  states  under  Nunn-Lugar  —  to  other 
FSU  states.  East  Europe,  and  non-European  states.   It 
would  concentrate  on  weapons  of  mass  destruction  and 
conventional  arms  transfer  controls,  and  could  include 
our  provision  of  computerized  information  systems  and 
establishment  of  training  centers  within  the  countries 
to  create  more  effective  export  control  systems; 

Noa-proli£eration  outreach  ($1  million):   Explain  U.S. 
nonprolif eration  policies  and  their  effect  on  industry 
to  government  and  industry  officials  of  other 
countries.   The  objective  would  be  to  show  how  our 
industry  accepts  and  copes  with  proliferation-related 
restrictions,  and  to  promote  such  acceptance  by  foreign 
industries. 

Prevention  of  nuclear  smuggling  ($1  million):  Provide 
financial  and  technical  assistance  to  enforcement 
organizations  in  FSU  and  Eastern  European  countries  to 
stem  the  potential  for  smuggling  of  nuclear  materials 
out  of  the  FSU  and  Eastern  Europe.  This  could  include 
setting  up  cctimunication  or  corr.puter  networks,  as  well 
as  establishing  cells  within  enforcement  organizations 
to  focus  on  this  threat. 

Technical  studies  into  export  control  regimes  ($1.1 
million):   Support  technical  studies  that  will  lead  to 
improvement  in  the  effectiveness  of  the  multilateral 
export  control  regimes,  including  the  Nuclear  Suppliers 
Group,  MTCR,  and  the  Australia  Group. 
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C£  these,  only  the  technical  studies  program  addresses 
controls  on  U.S.  exports.   The  remainder  focus  on  helping  other 
countries  establish  and  maintain  their  own  export  control 
functions. 

Finally,  I  hope  you  will  understand  that  this  is  a  very  new 
program.   We  are  still  in  the  process  of  finalizing  exactly  what 
each  program  under  this  fund  will  do.  Moreover,  we  want  this 
program  to  allow  exploitation  of  unexpected  opportunities;  we 
cannot  ^predict  those  now  but  we  will  need  maximum  flexibility  to 
permit  us  to  do  so.   we  will  v;ork  with  you  and  other 
Congressional  committees  over  the  next  few  months  to  define  more 
precisely  the  activities  under  this  fund. 
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Mr.  Chairman,  thank  you  for  inviting  me  here  today  to  testify  about 
A.I.D. 's  programs  in  the  subcommittee's  areas  of  concern.  I  am 
joined  here  today  by  Peter  Kimm,  Director  of  A.I.D. 's  Office  of 
Housing  and  Urban  Programs. 

In  ray  remarks,  I  will  be  addressing  issues  concerning  A.I.D. 's 
appropriate  role  in  sustainable  development  and  U.S.  export 
promotion.  Both  of  these  are  significant  aspects  of  our  country's 
economic  interest  and  both  play  a  central  role  in  the 
Administration's  economic  strategy. 

Trends  in  U.S.  Exports 

Exports  have  become  an  increasingly  prominent  factor  in  the  U.S. 
economy.  Since  1989,  U.S.  exports  have  grown  by  nearly  21%  in  real 
terms,  accounting  for  over  85%  of  the  increase  in  the  U.S.  GDP. 
Manufactured  exports,  which  for  many  are  the  standard  by  which  U.S. 
competitiveness  is  judged,  have  risen  even  faster. 

Developing  countries  are  looming  ever  larger  as  markets  for  U.S. 
exports.  The  President's  1992  annual  report  on  U.S.  trade  contains 
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compelling  evidence  of  this  fact.  U.S.  exports  to  developed 
countries  grew  by  only  13.7%  in  the  three  years  ending  in  1992.  In 
1992  alone,  U.S.  exports  to  developing  countries  rose  by  13.6%,  and 
over  the  three-year  period  our  exports  to  developing  countries  grew 
by  an  impressive  41.5%.  At  the  end  of  the  period,  developing 
countries  accounted  for  37.3%  of  U.S.  merchandise  exports,  compared 
to  only  32.4%  at  the  beginning  of  the  three-year  period.  In  his 
remarks  at  American  University  earlier  this  spring,  the  President 
noted  that  developing  countries  have  become  a  rapidly  expanding 
U.S.  export  market  and  pointed  out  that  fully  three  million 
American  jobs  can  be  attributed  to  our  exports  to  these  countries. 

To  be  sure,  the  developing  countries  which  now  account  for  much 
U.S.  export  growth  are  more  advanced  economies  in  Latin  America  and 
Asia.  Exports  to  Mexico  increased  by  over  60%  in  the  past  three 
years;  to  ASEAN  countries,  by  47%.  However,  other  developing 
countries  also  are  rapidly  becoming  important  markets  for  the  U.S.: 
exports  have  seen  a  steady  growth  over  the  past  few  years  across 
all  developing  country  regions.  The  Mexicos  and  ASEAN  countries  of 
tomorrow  are  being  created  even  as  we  speak,  and  A.I.D.  is  playing 
a  key  role  in  this  process. 

Factors  Contributing  to  Sustainable  Development 

What  has  produced  progress  in  these  emerging  developing  country 
markets?   And  what  role  has  foreign  aid  played  in  this  progress? 
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Many  factors  are  at  work  in  developing  economies,  but  certain 
elements  are  the  linchpins  of  sustainable  growth  and  development. 
All  of  them  involve  expanding  people's  opportunities  and  their 
ability  to  respond  to  them. 

First,  people  need  a  rising  quality  of  life,  through  access  to 
education,  health  care,  and  reproductive  choice.  Expanding 
individual  skills  and  opportunities  through  investments  in 
education  is  critical  to  a  country's  long-term  economic  health. 
Basic  health  care  is  likewise  an  investment  in  people,  who  can  then 
be  active  and  productive  contributors  to  the  economy  as  both 
producers  and  consumers.  Information  about  reproductive  options 
and  availability  of  contraception  serves  to  increase  people's, 
especially  women's,  choices  and  productivity,  and  helps  limit  the 
population  expansion  that  can  erode  per  capita  economic  growth. 
Improving  the  quality  of  life  in  developing  countries  also  requires 
appropriate  investments  in  infrastructure,  including  schools, 
clinics,  and  roads. 

Second,  developing  countries  must  estziblish  institutional  capacity 
in  both  the  public  and  private  sectors.  This  includes  establishing 
democratic  political  institutions  grounded  in  the  rule  of  law  and 
accountability  to  the  people  they  govern.  It  also  includes 
strengthening  private  institutions  capable  of  contributing 
constructively  to  economic  and  social  progress.  Effective 
development  assistance  helps  build  self-sustaining,  autonomous. 
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well  organized  and  staffed  institutions.  The  payoff  comes  when 
these  institutions  no  longer  require  development  aid  in  order  to 
remain  viable. 

Third,  azpanding  economic  opportunity  through  growth  is  at  the  root 
of  the  devalopnent  process.  Growth  in  the  economy  raises  incomes 
overall,  and  creates  the  conditions  for  boosting  the  living 
standards  of  the  poor.  The  World  Bank  showed  in  an  important  1990 
study  of  growth  and  poverty  in  eleven  developing  countries  that 
economic  growth  was  accompanied  by  significant  declines  in  the 
incidence  of  poverty  as  well  as  in  the  absolute  numbers  of  poor 
people. 

We  know  that  economic  growth  cannot  be  sustained  without  careful 
attention  to  preserving  the  environment.  If  growth  is  achieved  at 
the  expense  of  the  world's  natural  resources,  benefits  will  be 
short-lived  and  the  future  of  our  planet  mortgaged.  By  the  same 
token,  if  environmental  reforms  and  interventions  are  not 
undertaken  within  a  country-based  context  of  growth  and 
development,  protection  of  natural  resources  for  future  generations 
cannot  be  assured.  A.I.D.  has  a  long  history  of  strengthening 
human  and  institutional  capacities  to  manage  natural  resources; 
building  public  awareness  of  key  environmental  problems;  supporting 
local  efforts  to  change  wasteful  economic  and  environmental 
policies  and  procedures,  and  encouraging  private  sector 
participation  in  environmentally  sound  activities.   We  plan  to 
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ensure  that  such  efforts  continue  to  receive  priority  attention  in 
A . I . D . • s  programs . 

Expanding  U.S.  Exports 

At  American  University  the  President  stated,  "We  need  to  promote 
the  steady  expansion  of  growth  in  the  developing  world,  not  only 
because  it's  in  our  interest,  but  because  it  will  help  them  as 
well."  Based  on  the  experience  of  emerging  developing  country 
economies,  an  outward  orientation  and  market-based  economic 
policies  appear  to  be  the  best  way  to  achieve  such  growth.  There 
is  a  compelling  connection  between  countries  that  are  undertaking 
economic  reforms  and  the  flow  of  U.S.  exports.  In  the  latter  part 
of  the  1980s,  U.S.  exports  increased  by  77%  in  policy-reforming 
countries,  compared  to  growth  of  only  4  0%  in  our  exports  to  non- 
reformers.  Extending  this  analysis  through  1991,  U.S.  exports  to 
reformers  increased  another  50%,  but  only  6%  to  non-reformers. 

A.I.D.  recently  compared  the  growth  in  U.S.  exports  between  1985 
and  1992  for  69  countries  receiving  A.I.D.  assistance,  and  related 
this  to  an  index  of  economic  policy  performance  in  those  same 
countries.  The  results  are  striking:  U.S.  exports  to  the  ten 
best-policy  countries  grew  by  251%,  or  more  than  $7  billion.  For 
the  ten  poorest-policy  countries,  U.S.  exports  rose  by  only  30%,  or 
$600  million.  The  top  ten  countries  in  this  calculation  spanned 
Latin  America,  Asia,  and  Africa,  proving  that  policy  performance  is 
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not  restricted  to  only  certain  parts  of  the  developing  world.  This 
shows  that  the  kinds  of  efforts  that  promote  broad-based  growth  in 
developing  countries  also  benefit  our  own  economy  by  expanding 
purchasing  power  in  these  emerging  markets. 

A.I.D.  assistance  to  developing  countries  also  yields  immediate 
benefits  in  exports  of  U.S.  goods  and  services.  Consulting 
services  by  U.S.  firms  and  training  programs  introduce  American 
expertise  and  standards  to  developing-country  markets,  while  a 
variety  of  goods,  from  commodities  to  construction  equipment,  is 
purchased  under  A.I.D.  programs.  In  addition,  A.I.D.  is  opening  up 
financial  sectors  worldwide,  making  way  for  U.S.  providers  of 
financial  services  which  have  a  comparative  advantage  in  this 
field. 

U.S.  Technology  and  the  Environment 

The  United  States  is  also  a  world  leader  in  environmental 
technology.  As  developing  countries  pursue  environmentally 
sustainable  strategies  for  growth,  their  need  for  such  goods  and 
services  greatly  increases.  U.S.  companies  need  to  be  in  a 
position  to  benefit  from  this  increased  demand,  and  opportunities 
are  opening  up  in  this  area.  Privatization  efforts  which  A.I.D.  is 
assisting  worldwide  are  creating  jiew  opportunities  for  competitive 
U.S.  technologies.  The  Global  Environment  Facility  gives  U.S. 
environmental  firms  access  to  contracts  financed  from  an  untied 
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pool  of  donor  funds.  A.I.D.  is  working  with  other  agencies  on  the 
Trade  Promotion  Coordinating  Committee  to  develop  a  strategy  for 
ensuring  that  U.S.  companies  are  able  to  compete  on  a  level  playing 
field  in  the  world  market  for  environmental  and  other  technologies. 

There  are  two  important  points  to  keep  in  mind  in  this  context: 

—  First,  large  U.S.  companies  must  not  be  the  only  ones  to 
gain  access  to  this  growing  market.  Small  and  medium- 
scale  firms  often  will  have  innovative  solutions  to  offer 
if  they  have  appropriate  access  to  information  and 
programs.  A.I.D.  has  an  active  Office  of  Small  and 
Disadvantaged  Business  Utilization,  whose  purpose  is  to 
help  small  and  minority-  or  women-owned  U.S.  businesses 
compete  for  our  contracts,  grants  and  procurement. 

Second  —  and  critical  from  A.I.D. 's  standpoint  —  the 
technologies  offered  must  be  appropriate  for  developing 
countries.  This  means  they  should  be  designed  taking 
into  consideration  the  abundant  labor  and  limited  capital 
available  in  developing  countries  and  the  costs 
associated  with  ongoing  operation  and  maintenance.  Too- 
sophisticated  or  too-expensive  solutions  to  environmental 
problems  may  themselves  not  be  sustainable. 
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Spreading  the  Benefits  of  Growth 

The  President  has  called  for  "a  fair  distribution  of  the  fruits  of 
growth"  to  developing-country  populations.  More  than  economic 
growth  is  required  to  make  this  a  reality.  Ensuring  growth,  but 
also  ensuring  that  its  benefits  are  spread  fairly,  are  two  sides  of 
the  same  coin  for  those  engaged  in  sustainable  development. 
Economic  opportunity  has  been  a  cornerstone  of  our  own  country ' s 
vitality,  and  it  is  one  of  the  most  significant  exports  the  U.S. 
can  send  abroad. 

The  major  part  of  the  A.I.D.  program  is  geared  toward  broadening 
access  to  opportunity  to  those  who  have  been  excluded. 

—  Among  bilateral  donors,  A.I.O.  is  the  largest  supporter 
of  primary  education.  In  Guatemala,  for  example,  A.I.D. 
has  expanded  educational  opportunities  for  the  neglected 
Mayan  population. 

—  As  the  largest  supplier  of  family  planning  assistance, 
A.I.D.  provides  close  to  half  of  all  the  funds  worldwide 
for  that  purpose.  In  Bangladesh,  the  largest  recipient 
of  U.S.  population  funds,  the  total  fertility  rate  is  now 
4.6,  down  from  7.5  per- family  in  the  early  1970s. 
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These  efforts  may  not  appear  to  have  much  to  do  with  U.S.  exports, 
but  in  fact  they  do.  Educational  opportunities  translate  into  a 
more  literate  population  with  better  employment  prospects  and  a 
higher  standard  of  living.  Lower  fertility  means  expanded  economic 
horizons  for  women  and  higher  per  capita  incomes  overall.  These 
contribute  to  transforming  poor  people  into  producers  and  customers 
and  creating  markets  for  U.S.  goods  and  services. 

Since  the  mid-1970s,  A.I.D.  has  helped  many  poor  micro-  and  small- 
scale  entrepreneurs,  many  of  them  women,  start  or  upgrade  their 
businesses.  Thriving  small-scale  enterprises  translate  into  jobs 
and  higher  incomes  for  otherwise  unemployed  individuals  and  higher 
demand  for  consumer  and  durable  goods.  Assistance  to  micro-  and 
small-scale  enterprises  will  continue  to  be  a  central  concern  in 
A.I.D. 's  programs  because  we  firmly  believe  in  their  key 
development  role.  A.I.D.  now  is  assessing  its  experience  in  this 
area  to  ensure  that  future  programs  emphasize  factors  most  likely 
to  yield  the  best  results. 

Laying  the  Foundation  for  U.S.  Exports 

Mr.  Chairman,  other  agencies  can  tell  you  about  the  success  of 
their  programs  in  directly  promoting  exports  and  business  for  the 
U.S.  abroad.  A.I.D. 's  role  in  U.S.  export  promotion,  though 
largely  indirect,  is  as  important  as  it  is  far-reaching.  By 
helping  create  the  conditions  for  sustainable  and  broad-based 
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growth  and  expanding  economic  opportunities  for  individuals  in 
developing  countries,  we  help  make  them  more  prosperous  and  better 
customers  for  U.S.  exports.  This  lays  the  foundation  for  the  types 
of  promotional  programs  administered  by  other  agencies  such  as  TDA, 
OPIC,  and  Exim. 

A.I.D.  cannot  claim  credit  for  all  the  advances  made  by  developing 
countries,  nor  for  the  benefits  which  have  accrued  to  the  world 
economy  from  their  development.  Many  other  actors  are  involved, 
and  the  efforts  and  determination  of  the  countries  themselves  are 
of  course  at  the  center  of  it  all.  Neither  should  we  refrain, 
however,  from  taking  our  share  of  the  credit.  Our  influence  is 
disproportionate  to  the  money  we  expend  given  that  other  donors 
often  rely  on  our  field  missions  to  coordinate  their  assistance. 
Throughout  the  developing  world,  A.I.D.  has  helped  create  the 
conditions  for  growth  and  development  which  are  paying  off  in 
higher  U.S.  exports  today. 

Mr.  Chairman,  I  would  like  for  you  and  the  other  members  of  this 
subcommittee  to  retain  two  key  messages  from  my  testimony  today: 

First,  A.I.D. 's  programs  have  had  a  clear  impact  on 
developing  country  growth  and,  through  it,  on 
international  economic  growth  and  U.S.  exports.  The 
facts,  as  cited  above,  show  that  progress  need  not  take 
decades.   The  President  has  pointed  out  how  closely  the 
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U.S.  now  is  woven  into  the  global  economy,  and  the 
growing  importance  of  developing  countries  in  that  global 
economy.  An  investment  in  these  countries  provides  one 
of  the  best  investments  in  U.S.  exports  that  the  U.S.  can 
make. 

Second,  sustainability  must  be  at  the  core  of  all  our 
efforts  in  developing  countries.  To  be  sustainable, 
growth  must  take  root  through  enhanced  human  and 
institutional  capacities  and  market-based  policy  changes, 
with  close  attention  to  the  impact  of  development  gains 
on  the  environment.  Environmental  investments  in 
developing  countries  must  also  be  sustainable,  in  terms 
of  their  appropriateness  for  labor-intensive  economies, 
ongoing  operating  and  maintenance  costs,  and  the  public 
support  needed  to  ensure  efforts  continue  in  the  future. 

Mr.  Chairman,  the  precise  shape  of  our  future  foreign  aid  program 
is  not  yet  clear.  Only  close  collaboration  between  the 
Administration  and  Congress  will  produce  answers  for  the  future. 
We  look  forward  to  a  close  and  constructive  relationship  with 
Congress  as  we  forge  a  new  consensus  on  foreign  aid. 

Thank  you. 
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StatwB^nt  of  P«t«r  Kiam 

Dlrsctor,  Of flea  of  Housing  and  Urban  Prograaa 

Agancy  for  intamatlonal  Davalopaant 

Bafora  tha 

Coaalttaa  on  Foraign  Affairs 

Subcoaalttaa  on  Intamatlonal  Policy,  Trada  and  Envlronaant 

Houaa  of  Rapraaantatlvas 
May  4,  1993 

Mr.  Chalraanx  On  bahalf  of  tha  Aganoy  for  Intamatlonal 
Davalopmant,  I  aa  plaaaad  to  appaar  bafora  this  Comalttaa  and 
raport  on  tha  aotlvltlas  of  tha  A.I.D.  Offloa  of  Housing  and 
Urban  Prograas  and  tha  Housing  Guaranty  rasourcas  va  adalnlstar. 

For  FY  1994,  tha  Prasldant  has  raquastad  authority  and 
appropriations  for  a  vorldvlda  Housing  Guaranty  program  laval 
projactad  at  $110  nllllon.  Tha  countrlaa  vhara  wa  plan  naw 
guaranty  programs  appear  in  tha  tabla  balov.  This  laval  of  naw 
activity  will  raquira  appropriations  of  $16,407  Billion  of 
subsidy  costs  and  $8,407  Billion  for  administrativa  axpansas.   In 
addition  to  these  guaranties,  ve  aanaga  the  $10  billion  laraal 
Guarantee  progran  authorized  by  the  Congress  last  year,  the  $400 
Billion  Israel  HG  program  enacted  in  FY  '91,  and  ve  manage 
approximately  $250  Billion  of  grant- financed  technical  aasistance 
programs  in  the  housing  and  urban  sector  worldwide.   Included  in 
this  last  figure  are  housing  programs  in  the  former  Soviet 
region,  Eaatern  Europe  and  South  Africa.  Housing  has  been 
established  as  an  A.I.D.  priority  in  these  regions  where  we  are 
advising  on  issues  that  include  the  privatization  of  public 
housing  stock,  housing  finance,  and  housing  construction 
technology. 

The  world  has  continued  to  change  in  recent  years  and  we  have 
adjusted  accordingly.   In  the  traditional  developing  countries 
(as  opposed  to  the  former  communist  nations) ,  we  rarely  finance 
directly  the  building  of  houses  anymore  even  though  our  name 
suggests  otherwise.   In  fact,  we  adviss  LDC  governments  that  they 
should  cease  building  houses — and  instead  concentrate  their 
limited  construction  budgets  below  the  ground  in  urban  water, 
sewer,  roadway  and  slum  upgrading  systems.   The  construction  of 
housing  is  then  better  left  to  the  initiative  of  families  and 
private  sector  entities.   We  in  A.I.D.  developed  and  promoted 
this  policy  reform  in  the  early  1980s  and,  through  a  combination 
of  housing  guaranties  and  technical  assistance,  have  helped  in 
the  realization  of  significant  policy  change  in  LDCs.  Today,  as 
a  result  of  our  sustained  efforts,  many  LDCs  are  more  effective 
in  directly  bettering  the  Uvea  of  their  low  Income  urban 
populations . 

Demographic  changes  in  the  third  world,  resulting  in  a  virtual 
exploeion  of  urban  populations,  has  caused  change  in  our 
programs.  Today  almost  half  the  third  world  population  is  living 
in  urban  areas;  with  most  of  this  population  being  desperately 
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poor.   Th«  urban  numb«r8  are  rapidly  increasing.  This  ia  not 
necassarily  all  bad.   Ther*  is  no  davalopad  country  today  that 
does  not  have  citias  whara  akilla  and  jobs  ara  concantratad  and 
production  afficiancies  are  made  possible.   Yet  if  we  want  to 
address  the  needs  of  the  poor  and  proDote  growth,  we  have  to  have 
effective  urban  prograias.   It  is  clear  that  any  lasting 
development  successes  A.I.D.  may  have,  whether  in  the  areas  of 
environment,  democratic  governance,  or  basic  human  needs  will  be 
measured  in  large  part  by  how  well  cities  of  the  third  world  are 
managed.   The  Office  of  Housing  and  Urban  programs,  again  using  a 
combination  of  housing  guaranties  and  technical  assistance  has 
addressed  urban  problems  by  designing  pilot  projects  which 
construct  urban  infrastructure  on  a  self  financing,  sustainable 
manner;  projects  which  decentralize  the  design  and  financial 
responsibilities  for  infrastructure  from  central  governments 
directly  to  the  municipalities;  and  projects  which  provide  U.S. 
experts,  such  as  members  of  the  United  States  International  City 
Managers  Association,  the  National  Associations  of  Realtors  and 
of  Home  Builders,  Fannie  Mae,  and  others  to  train  LDC  municipal 
officials  and  private  sector  groups  in  city  management  and 
related  areas. 

The  typical  A.I.D.  Housing  Guaranty  project  in  the  countries 
listed  below  will  have  started  with  an  assessment  of  the  policy 
and  Institutional  constraints  to  adeq[uate  shelter  and  supporting 
infrastructure  in  the  society.   Thereafter  we  negotiate  an 
agreement  between  the  United  States  Government  and  the  recipient 
country  to  institute  reforms  designed  to  address  the  constraints. 
We  assiar  the  recipient  on  the  agreed  upon  reform  agenda  with 
technical  assistance  and  training.  At  the  same  tine,  to 
complement  and  reinforce  the  reform  agenda,  we  use  the  guaranty 
resources  to  finance  projects  that  benefit  lower  income  families 
in  a  direct  and  tangible  manner. 

Budget  changes  have  affected  our  Housing  Guaranty  operations. 
While  In  the  past  we  were  legislated  as  an  off  budget  activity, 
we  have  just  completed  our  first  year  of  operations  as  an  on- 
budget  program  under  the  truth- in-budgeting  rules  of  credit 
reform.   Credit  reform  has  allowed  us  to  pursue  a  HG  program  with 
all  new  obligations  being  supported  with  annual  appropriations  on 
a  pay-as-you-go  basis.   Today,  for  every  dollar  of  assistance 
prcvided  to  LDCs  by  lenders  with  the  AID  Housing  Guarantee,  0MB 
and  the  CBO  estimate  we  will  need  appropriations  of  approximately 
15  cents.   We  are  pleased  with  these  numbers  because  we  deliver  a 
developnent  program  with  policy  and  institutional  reform  similar 
to  donor  grant  programs— but  at  a  much  reduced  cost. 

We  have  a  staff  of  approximately  40  urban  planners,  economists, 
engineers,  architects,  lawyers,  housing  finance,  community 
development  and  other  professionals  who  are  working  worldwide  on 
sectoral  issues.   The  direct  hire  staff  is  supported  by  US 
private  sector  experts  including  staffers  affiliated  with  those 


Country 

Amount 

FY  94  proposed 

CAntral  America 

5 

Czech  Republic 

10 

Hungary 

10 

India 

20 

Indonesia 

25 

Morocco 

10 

South  Africa 

5 

Slovak  Republic 

10 

Sri  Lanlca 

5 

Tunisia 

10 

Ziiababwe 

- 
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Associations  mentioned  above.  We  have  concentrated  our  sectoral 
expertise  in  a  single  office  with  a  small  targeted  overseas 
presence.   We  value  the  benefits  derived  from  keeping  our 
technical  expertise  together  and  intact,  working  for  overseas  AID 
missions  who  provide  policy  guidance  and  set  priorities  on 
country  issues. 

The  housing  guaranty  programs  proposed  for  FY  94  and  estimated 
for  FY  93  are; 

($000) 

FY  93  estimate 
10 
10 
10 
20 
25 
20 
5 

5 

10 

110  135 

I  have  been  asked  to  address  five  specific  questions  of  the 
Subcommittee . 

1.)   The  first  is  how  we  determine  which  countries  to  conduct  our 
programs  in  each  year.   We  start  with  presumption  that  only  a 
certain  group  of  more  highly-developed  countries  should  receive 
development  assistance  on  near  market  rate  terms  that  are 
provided  by  HG  assistance.   Generally  these  countries  will  be 
those  that  are  eligible  to  borrow  from  the  IBRD  on  terms 
equivalent  to  HG  terms.   Within  this  limited  universe  of  some  25 
countries,  we  engage  in  continuing  consultations  with  the  USAID 
Missions  and,  if  approved,  LDC  officials  to  determine  their 
interest  in  HG  assistance.   If  there  is  an  expression  of 
interest,  we  engage  in  studies  to  determine  if  there  is  a  climate 
for  reform  in  the  country  and  if  the  constraints  in  the  sector 
coincide  with  our  areas  of  emphasis.   If,  for  example,  a  country 
wants  only  the  transfer  of  hard  currency  from  a  HG  and  is 
unwilling  to  engage  in  policy  dialogue  leading  to  sectoral 
reforms,  we  would  be  unwilling  to  commit  our  limited  resources 
toward  that  country.   Our  style  of  operation  is  to  work  with  the 
host  country  to  set  policy  reform  and  institution  building 
objectives  that  can  be  achieved  over  a  three  to  five  year  period 
with  HGs,  complemented  by  grant  financed  technical  assistance.  We 
depend  on  Mission  funded  technical  assistance  to  make  our  HG 
assistance  effective.   This  means  that  the  USAID  Mission  in  a 
specific  country  and  the  regional  Bureau  it  reports  to  have 
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d«teriDin«d  that  th«y  want  to  work  in  tha  shelter  and  urban  sector 
and  they  are  willing  to  coaait  scarce  grant  budgets  to  support 
the  HG  assistance.   With  reference  to  the  specific  list  of 
countries  for  FY  94,  these  reflect  a  continuation  of  multiyear 
efforts  as  well  as  some  new  starts  and  a  partnership  between  the 
USAID  Mission  and  the  Office  of  Housing  and  Urban  Programs. 

2.)  We  do  not  seek  specific  authorizations  or  appropriations  for 
non-HG  urban  activities  because  the  Administration  opposes 
earmarks.  The  Agency  prefers  a  bottom-up  approach  in  which  field 
Missions  set  priorities  for  the  use  of  development  resources. 
USAID  Missions  in  countries  not  able  to  participate  in  the  HG 
program  can  dedicate  a  portion  of  their  Development  Assistance 
budgets  to  urban  activities  if  they  so  prioritize  their  programs. 

3.)   The  issue  of  using  HG  assistance  in  poorer  countries  by 
increasing  the  subsidy  appropriations  will  have  to  be  considered 
by  the  new  Administration.   The  overall  debt  situation  in  each 
country  should  be  an  important  factor  in  this  issue— not  just  the 
U.S.  foreign  assistance  budget  implications. 

4 . )   The  following  is  a  brief  justification  for  the  FY  93  and  94 
HG  program  listed  above: 

Per  Congressional  direction,  A.I.D.  is  seeking  to  resume 
selectively  HG  assistance  in  Latin  America.   The  Central  America 
Bank  for  Economic  Integration,  the  proposed  HG  borrower, 
represents  an  institution  which  can  channel  HG  resources  to  the 
Central  American  countries  in  an  efficient  way  minimizing  credit 
risk.   The  program  focuses  on  financing  critical  urban 
infrastructure  for  the  municipalities  of  Central  America  and 
supports  A.I.D.  Democratic  Initiative  programs  in  the  region. 

The  HG  programs  in  the  three  Eastern  Exiropean  countries  listed 
represent  extensions  of  the  initial  East  Europe  regional  HG 
program  authorized  in  FY  91.   As  most  of  the  resources  in  the 
regional  HG  are  programmed  for  Poland,  these  new  projects  will 
meet  the  housing  and  urban  infrastructure  needs  of  the  other 
participating  countries. 

In  the  Asia  and  Near  East  countries,  A.I.D.  is  embarking  on 
cutting  edge  urban  environmental  HG  programs.   Each  of  these 
projects  will  finance  urban  environmental  infrastructure  and 
pursue  a  policy  reform  agenda  with  a  primary  focus  on  improving 
the  urban  environment.   We  expect  these  projects  to  serve  as 
models  for  the  next  generation  of  HG  programs. 

In  South  Africa  housing  has  been  identified,  along  with 
education,  as  one  of  the  two  most  important  sectors  for  U.S. 
Government  assistance.   This  HG  program  will  provide  capital 
financing  to  complement  A.I.D.  grant  funded  urban  activities  in 
providing  low-income  housing.   The  HG  funding  for  Zimbabwe 


97 


r«pr«s«nts  th«  ••cond  tranch*  of  an  ongoing  prograa  vhos* 
objsctlvas  ar«  to  Incraas*  tha  afficlancy  of  tha  houaing  flnanca 
and  conatruotlon  aactora  In  providing  low-incoaa  houaing. 
Already  tha  prograa  haa  Incraaaad  tha  availability  of  lov-incoma 
houaing  froa  23%  to  70%  of  tha  population  and  haa  aignificantly 
incraaaad  tha  availability  of  land  for  lov-incoaa  houaing 
davalopnant. 

5.)  A.I.D.  uaaa  tha  aubaidy  foranila  and  ralatad  accounting 
procaduraa  aandatad  by  OKB   without  any  variation. 
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Good  morning  Mr.  Chuirm;iii.  Mr.  Roih.  and  other  Rtembers  of 
this  Subcommittee.     It  Ls  u  pleasure  for  me  to  be  here  to  testify  on 
behulf  of  the  U.S.  Trade  and  Development  Agency  (TDA). 

First  let  me  tell  you  how  pleased  wc  arc  that  the  Pre.<iident  has 
proposed  a  50  percent  incrcu.sc  in  TD.\'s  FY    1994  budget.     A  $60 
million  appropriation  will  enable  us  lo  better  assist  U.S.  companies 
compete  for  export  opportunities   in  the  growing  but  risky  markets  in 
developing   and    middle-income    countries. 

TDA   is   a  commcrciaily-oricnlcd    t*orci»:n   assistance   program. 
We   offer  grant  funding  for  feasibility  studies  and  other  project 
planning   services   on   major   inlYasiructurc   and   industrial  projects   in 
developing  and  middle-income  countries  around  the  world.     The 
TDA-funded   studies   are  designed   to  dciermiiie  the  technical, 
economic,  and  financial  feasibility   of  major  projects  and  to  provide 
detailed  di'.u  for  making  dLi.i>i(»ns  on   Uow    lo  proceed  with  project 
implementation. 

We  focus  on  those  piojccis   which  are   identified   by  the  host 
country  as  priorities  and  wluci)  will  have  i\  ^ignificant  impact  on  the 
country's  economic  development      TD.A  projects  must  also  offer  the 
potential   for  significant  expori   opportunities   for  U.S.   equipment  and 
services  at  the  project   in)plenKniaiion   stage      Our  basic  operating 
premise  is  that  if  U.S.  firms  arc  engaged   in   (he  initial  planning  .stages 
of  a  project,  then  the  likelihood  of  US.  procurement  in  downstream 
activities  is  greatly  increased.     Through   this  process.  TD.^  leverages 
U.S.  tax  dollars  for  the  maximum  benefit  of  both  the  recipient 
country  and  the  U.S.  private  sector.     Thus,  the  foreign  assistance  we 
provide   brings  reciprocal  benefits   back    to  the   United  States  in   the 
form  of  increased  exports  and  jobs. 
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To  date,  U.S.  exports  as.siK.M;itcd  wirl)   IDA  projects  are 
over  $4.6  billion.     Since  our  hcginniny  in   IMKO,  TDA's  expenditure.s 
total  over  $240  million;  of  (liat  amoiini,  over  $70  million  wa.s 
obligated  in  the  last  two  fiscal  ye:irs.     Clonipiiting  an  accurate  co.st- 
benefii  ratio  for  TDA  is  difficiiii  because,  as  a  general  matter, 
insufficient  time  has  passed  lor  projects  funded  in  the  la.st  two  fiscal 
years  to  have  been  implemented.     If  the  "Ji4.6  billion  export  figure  is 
matched  with  obligations  of  $170  million,  ihc  amount  obligated  a.s  of 
fiscal   year    1990,   TDA-funded  projects   have   already   brought  over 
$25  in  U.S.  exports  for  every  taxpayer  dollar  spent.     Significantly 
greater  returns   are   expected   as   more   projects   move   toward 
implementation.      Ba.sed  on   the  often   i|uoted   statistic   that  for  every 
billion  dollars  of  expons  20.0(K)  jobs  arc  created,  TDA  projects  have 
had  a  hand  in  creating  so  far  over  90.000  U.S.  jobs. 

But  exports  and  jobs  are  only  part  ol  the  TDA  story.     To  fully 
appreciate  the  important  role  TDA  plays  in  stimulating  the  U.S. 
economy,  I  would   like  to  share  with  the  Subcommittee  our 
experiences   in   establishing   and   operating   our   program   in   the   Newly 
Independent  Slates  (NIS)  of  the  former  Soviet  Union.     This  will 
illustrate   how   U.S.   foreign   assistance  can   make  a  difference  both   here 
in   the  United   States  and  overseas. 

President  Clinton  has  stateJ   "iliat  it  is   important  for  the  US.  to 
try  to  move  aggressively  to  "ive  the  Russians  the  means  to  restore 
-ome   economic    growth    and   opporiiiniiy   and    preserve    political 
liberty."     TD.-X  has  acted  quicklv   to  j;ive  the   U.S.  private  sector  the 
opportunity  to  create  growth  in  the  former  Soviet  Republics.     We 
were  authorized   to   begin  our  activities   there   in   late   November   1991 
and  signed  our  first  .MS  grant  in   March    1W2  with  the  Government  of 
Ukraine.     In  the  intervening  year.  TD.A's  piogram   in  the  NIS  has 
become  one  of  our  most  active.     We  have  funded  24  feasibility 
Ntudies   and   a  number  of  other  smaller   seminars   and   orientation 
visits  totaling  over  $11   million 

I   believe  TDA's  approach  offers   many   advantages.     By  making 
grants  for  project  planning  studies.  TDA   provides   an   incentive  for 
U.S.   companies  that  are  interested   in  developing  business  in  Russia 
but  arc  unwilling  to  assume  all  of  the  political  and  economic  risks. 
Unlike  the  technical  assistance  programs  of  many   of  the  other 
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donors,  which  make  unilateral  declNions  on  what  activities  to  fund, 
TDA  requires  that  all  project  proposals  be  accompanied  by  a  specific 
endorsement  and  a  formal   rcqucsi  lo  TDA  for  funding  from  the 
appropriate  host  country   authority.      Thus,  whether  the  request 
comes  from  a  Minister,  Regional  Governor.  Mayor,  or  General 
Manager  of  a  large  enterprise.  TDA  ensures  that  we  are  funding 
projects  that  will  have  the  highest  level  of  support  from  all  the  key 
players  when  it  is  time  to  make  the  push  for  project  implementation. 
This  also  helps  to  protect  our  firms  from  wasting  their  time  and 
money  in  pursuing  projects  thai  aro  likely  lo  go  nowhere. 

Likewise,  when  we  fund  a  lc;Lsil)ility  study,  we  sign  a  grant 
agreement  directly   with   the   host-country   spon.soring   entity,   which 
becomes  the  Grantee.     The  Grantee  then  selects  the  feasibility  study 
contractor,  which  must  be  an   American  firm,  and  signs  a  contract 
with  that  firm.     Although  we  pay  Ihe  .American  firm  in  the  United 
Slates,  we  do  so  only  after  receiving  approval  of  the  U.S.  contractor's 
work  by  the  Grantee.  In  other  words,  wc  make  sure  that  the  client 
for  the  study  is  the  Grantee,  not  ihc  I'.S.  Government.    This  ties  the 
local  organization  into  the  project  very  closely,  ensuring  that  it  gets 
ihe  product  it  expected,   while  at  ihc  same  lime  helping  to  create  a 
clo.ser  bond  between   the   local  orjiani/.ation  and  the  U.S.  contractor. 
This  feature  distinguishes   our   proi:iam  from   ihc   European   and 
Japanese  models,  which  fail   to  include  the  beneficiary  of  the 
assistance  in  many  of  ihe   key  decisions,  including  selection  of  the 
conu-acior  and   aciual   preparation   of  the   feasibility   study.      We   find 
that,  because  of  this  distinction,   our  NLS  counterparts   find   our 
program  to  be   much  more   attractive  than  those  of  our  competitors. 

U.S.  firms,  for  their  part,  arc  operatini:  in  the  N'lS  under 
conditions   that   work   to   their  disadv;iiuage   and   that   they   are    largely 
powerless   to   affect   without   some   kmd   of  iiovernment   assistance. 
For  example,  Russian  authorities  are  used  to  dealing  with  foreign 
partnets   on   a   government-to-government  basis.      And,   while   many 
U.S.  exporters  arc  spending  their  o\<n  resources  to  develop  new 
markets  in  the  MS,  their  competitors  have  the  direct  or  indirect 
support  of  their  governments      Often,  this  support  takes  the  form  of 
gram  funding  for  feasibility   studies,  training,  project  financing,   and 
other  types  of  technical  assistance      Not  only  does  this  give  our 
competitors  a  clear  financial  advantage,  it  also  raises  their  profile  m 
the  eyes  of  their  NIS  partners  because  of  the  active  support  and 
oariicioation  of  their  respective  governments.     TDA   is  in  a  unique 
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position  to  help  American  companies  overcome  some  of  these 
barriers. 

TDA  grants  for  feasibility  studies  on   key   infrastructure  projects 
send  a  strong  and  clear  message  of  support  and  commitment  to 
political  and  economic  reforms  in  the  NIS.  while  opening  new  doors 
for  {J.S.  exporters      This  is  illustrated  by  a  grant  we  recently  signed 
for  a  study  on  the  conversion  of  a  shipyard  in  the  Russian  Far  East. 
This  project  involves  both  defense  conversion  and  assistance  for 
Russia's  critical  oil  and  gas  industry.     The  shipyard,  located  at 
Komsomolsk-na-Amur,   in   the   past  produced   submarines   for  the 
Soviet  Navy.     The  feasibility  study  being  partially  funded  by  TDA 
will  examine  the  possibility  of  converting  the  shipyard  to  the 
production  of  offshore  oil   platforms  that  will   be  necessary  to  develop 
oil  and  gas  reserve.s  in  the  offshore  region   around  Sakhalin  Island. 

The  study  is  being  carried  out  by   McDermott  Corporation,  one 
of  the  world's  premier  offshore  platform  manufacturers.     As  a  sign  of 
its  seriousness  and  commitment  to  the  project.  McDermott  is 
contributing  $350,000  of  its  own  to  the  feasibility  study  to 
complement  TDA's  contribution  of  S40().()(K).     The  project  when 
implemented   will   involve   suhsiantial  exports   of  U.S.   goods  and 
services  to  convert  the  shipyard   facilities.      In  addition,  McDermotts 
involvement  in  the  project   will   suppoit   broader  U.S.   industry 
interests,   since   VfcDermotl   is  part  of  :i   conxortiiim  of  companies, 
which  includes  a  U.S.  oil  company.  Marathon  Oil.  negotiating  for 
offshore  oil  and  gas  development  rights   in   that  region. 

In  other  regions   throughout  the   world.  TDA's  program   remains 
sirong   and  active.     Demand   for  program   funds  continues  to  grow  as 
more  countries  become  eligible  for  TDA  assistance  and  U.S. 
companies  become   more  knowledgeable   about  our  program.     TDA 
obligated  SK.3  million  in  Asia  in  FY  1992.  up  from  $6.3  million  in  FY 
1991.     Much  of  the  funding   in  the  Asia/Pacific  region  has  been 
dedicated  to  the  energy  sector.     The  projects  we  are  participating  in. 
such  as  a  series  of  ASEAN  power  grid  interconnection  projects  and 
major  energy  efficiency  and  expansion   programs   in  Malaysia  and 
Thailand,  offer  excellent  opportunities  for  US.  companies.     TDA  is 
also  an  active  player  in  the  U.S. -Asia  Environmental  partnership.     VS. 
companies  offer  some  of  the   world's  most  advanced  technologies  in 
the  environmental  senices  sector      In   FY    1992.  TDA  committed  over 
$1.7  million  to  environmental   projects   in   this  region  in  support  of 
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U.S.  companies'  efforts  to  enter  Ihcse  markets.     Projections  for 
continued  strong  economic  growth  in  the  Asia  region  over  the  next 
five  years  will  ensure  growing  demand  for  TDA  activities. 

TDA's  program  in  Central.  ISasicrn  und  Southern  Europe 
continues  to  assist  U.S.  companies  provide  advanced  technology  and 
goods  and   services  to  rebuild   the  infrastructures  of  these  budding 
democracies.     In  FY   1992.  TDA  obiigaiions  for  this  region  topped 
$12.6  million.    This  was  slightly  up  from  $12.2  million  spent  in  FY 
1991.     Moreover,  through  cost-sharinj:,  TDA  wis  able  to  increase  the 
number  of  activities  supported  in  this  region  from  66  in  FY  1991   to 
90  in  FY   1992.     The  proiect,s  wc  supported  varied  from  thermal 
power  plant  rehabilitation   in   Lithuania  to  telecommunications 
modernization  in  Hungary.     In  all  ca.ses,  these  projects  represent  top 
priorities  of  the  host  governments. 

Latin  America  provides  a  natural  market  for  U.S.  companies. 
In  FY  1992.  TDA  obligated  S6.X  million  for  63  activities  in  Latin 
America  and  the  Caribbean.     Tiiis  was  down  significantly  from  the 
$11   million  in  FY   1991   bccau.sc  of  competing  demands  in  other 
regions.     While  the  overall  spending   level  dropped.  TDA  concentrated 
our  program  resources  in   Mexico,  Chile,  .Argentina,  and   Venezuela,  as 
these  countries  have  made   the  greatest   gains  in   privatizing   their 
mdustries,   opening   their   markets   lo   foreign   investment,   and 
restructuring  their  foreign  debt      .\>  other  countries  in   the  region, 
including  Brazil  and  .several  of  the  Central  American  countries,  move 
in   the  same  direction,  commercial  oj)portuniiies  for  U.S.  companies 
will  grow  and  TDA  will  become  more  active  in  those  countries. 

Africa  remains  a  challenge  for  li.S.  companies.     The  dynamic 
changes   occurring   throughout   the  continent  are   bringing   more   and 
more  opportunity  for  U.S.  companies      Competition  continues  to  be 
strong  from  Africa's   historical   European  trading   partners  who  are 
active   supporters   of  commercial   development   in   their   former 
colonies.    TDA's  approach  to  this  region  has  been  to  support  U.S. 
companies  in  their  most  competitive  .sectors  such   as  agriculture, 
energy,  environmental   services,   mining,   aviation,   and 
telecommunications.     Our  goal  is  to  make  long-term  steady  progress 
assisting  U.S.  companies  enter  these  emerging  markets.     The  budget 
for  the  Africa  and  Middle  East  region  was  expanded  from  $2.3 
million  in  FY  1991  to  $5.3  million  "in  FY  1992.    TDA  anticipates 
ohiicatinc  $5.5  million  in  this  region  in  FY  1993. 
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TDA  is  constantly  looking  tor  ways  to  improve  our  program  to 
ensure  it  remains  responsive  to  the  needs  of  U.S.  companies  and 
makes  the  most  efficient  use  of  our  resources.     Working  toward  this 
end.  TDA  has  implemented  a  project  life  cycle  approach.     This 
requires  that  TDA  staff  track  closely  the  progress  of  the  project  after 
the  feasibility   study  stage   to  dcierminc   if  ;i  TDA-funded  follow-on 
activity,  such   as  an   equipment   oricniatiou  visit  or  a  business 
briefing,  might  be   appropriate   to  ensure  the  greatest  possible 
procurement  of  U.S.   goods  and  .services. 

As  foreign  markets  become  more  competitive,  the  ability  of 
companies  to  include  attractive  financing  in  their  bids  has  become  a 
critical  element  in   whether  or  not  ihey  are  able  to  win  major  projects 
overseas.     Given  the  importance  to  the  U.S.  economy  of  expanding 
U.S.  e.xports,   the  Administration   looks  forward  to  working  with   the 
Subcommittee   to   address   this   important  issue  of  project  finance. 

In  conclusion,   Mr.  Chairman.  I   would  like  to  underscore  our 
belief  in  the   special   importance  ol   ihc  trade  and   investment 
assistance  provided  by  TDA  and  other  U.S.  (lovcrnment  agencies.     In 
the   large  but  risky  markets  in   the  devclopinij  and  emerging 
economies  of  the   wo.'"ld.  our  assisj.mce   is  oUcn  essential   in   facilitating 
U.S.   investment   and   e,xpor^^ 

Yes,  the  potential   commercial   benefits  are  g""^**'  ^or  the 
particular  investor  or  exporter  involved   in  a  specific  project.     And. 
the   U.S.   Government  has   a   hioadcr  stratetiic   interest   in   promoting 
U.S.   private    sector   involvement   in   developing   and    middle-income 
countries.        The  recent  summit   between   President  Clinton  and 
Russian   President  Boris   Vcitsin  highlighted  the  growing   importance 
of  trade  and   investment  in  U.S    foreign  assistance      The  proper  role 
for  the  US.  Government  is  to  facilitate  the  involvement  of  the  V.S. 
private   sector   to   help   in   providing   the   necessary   technology   required 
to  assist  economic  growth,  thus  creatine   a  healthy  give  and  take 
between  a  strong  U.S.  economy  and  the  development  of  a  global 
marketplace. 

As  TDA's  activities  demonstrate,  the  U.S.  private  sector  can   play 
an    important   role    in   providing   economic   growth    and   opportunity, 
contributing   far  more   in  certaiei  areas   than  the  U.S.   Government 
.«rting  alone.     What  TDA  strives  to  do  thr.)iijihout  the  world  is  to  use 
the  resources  we  have  to  encourage  and  ussi.st  our  private  sector  in 
this   vital   endeavor. 

In  closing,  Mr.  Chairman,  let  mc  thank  you  for  the  strong 
support  this  Subcommittee  has  given  TDA.     We  look  forward  to 
working  with  you  in  the  coming  year  to  enhance  the  effectiveness  of 
our    program 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  represent  the  Overseas  Private  Investment  Corporation  ("OPIC")  at  this  important 
hearing  today.  As  you  know,  President  Clinton  has  announced  his  intention  to  nominate  Ruth 
Harkin  to  be  the  next  President  and  Chief  Executive  Officer  of  OPIC,  and  Christopher  Finn  to  be 
Executive  Vice  President,  both  subject  to  Senate  confirmation.  We  look  forward  to  their  arrival 
at  OPIC  and  to  their  experience  and  new  ideas  as  we  work  to  make  OPIC  as  effective  as  possible 
a  part  of  President  Clinton's  agenda  for  national  renewal. 

At  the  outset,  Mr.  Chairman,  let  me  express  die  sincere  appreciation  of  all  the  employees  of 
OPIC  and  our  clients  to  you,  your  colleagues  and  your  dedicated  staff.  The  diligent  work  which 
you  undertook  last  year  to  secure  passage  of  the  Jobs  Through  Exports  Act  is  very  much 
appreciated  by  all  of  us  at  OPIC  and  will  help  to  make  OPIC  more  effective  in  creating  jobs  for 
.■\merican  workers  and  strengthening  America's  competitiveness  in  global  markets.  We  thank 
\ou  lor  your  confidence  and  support. 

In  your  letter  of  April  26,  you  asked  OPIC  to  address  five  issues:  a  review  of  OPIC  FY  1992 
activities;  requests  for  new  authority;  implementation  of  Section  599  of  the  Foreign  Operations 
Appropriations  Bill;  OPIC  efforts  to  ensure  that  U.S.  jobs  are  not  exported  overseas:  and 
comments  on  H.R.  4996  as  passed  last  year  by  the  House  of  Representatives.  Some  of  these 
questions  may  be  hard  to  answer  at  this  point  in  the  transition,  but  I  hope  I  can  assist  you  in  your 
task  and.  in  the  process,  add  to  your  understanding  of  OPIC  programs. 
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I.         OVERMEW  OF  OPIC  ACTIVITIES 

How  OPIC  Serves  Our  Foreign  and  Domestic  Policy  Goals 

At  the  outset,  for  the  benefit  of  the  new  Subcommittee  members  let  me  briefly  describe  OPIC. 
OPIC  helps  U.S.  companies  compete  more  effectively  in  the  global  marketplace,  creates  jobs 
here  at  home,  increases  exports  of  U.S.  products  and  facilitates  the  spread  of  free  enterprise  and 
democracy,  while  at  the  same  time  helping  the  developing  world.  We  achieve  these  objectives 
through  our  finance  and  political  risk  insurance  programs,  which  are  complemented  by 
comprehensive  pre-investment  services  and  implemented  on  a  self-sustaining  basis. 

President  Clinton  has  set  trade  and  investment  as  a  significant  priority  for  American  foreign 
policy  in  the  post-Cold  war  era.  In  unveiling  his  blueprint  for  American  competitiveness  in  the 
global  economy  on  February  26,  1993,  the  President  challenged  all  Americans  to  "promote  the 
steady  expansion  of  growth  in  the  developing  world  —  not  only  because  it's  in  our  interest,  but 
because  it  will  help  them  as  well.  These  nations  are  a  rapidly  expanding  market  for  our 
products.  Some  three  million  American  jobs  flov-  from  exports  to  the  developing  world." 

With  the  need  to  increase  America's  commerce  with  foreign  markets  and  the  rapidly  chancing 
political  conditions  of  today's  world,  OPlC's  risk  management  programs  have  never  been  more 
important.  As  private  sector-led  development  becomes  a  key  tool  in  America's  foreign  assistance 
program  for  the  post-Cold  War  era,  OPIC  is  v-cW  positioned  to  play  a  leadership  role  in  the 
implementation  of  the  Administration's  agenda  for  improving  U.S.  competitiveness. 

This  role  will  not  be  new  to  OPIC.  OPIC  already  has  been  a  vital  component  of  the  "new  wave " 
of  foreign  assistance  initiated  in  recent  years  to  target  specific  regions.  For  example,  in 
conjunction  with  launching  and  implementing  the  Support  for  East  European  Democracy 
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(  SEED")  Act,  OPIC  panicipation  has  been  integral  in  promoting  privatization  and  market- 
oriented  economic  reforms  in  Eastern  and  Central  Europe.  To  date  OPIC  has  backed  over  $800 
million  worth  of  private  investment  in  this  region  and  helped  "jump  start"  trade  and  investment 
between  the  U.S.  and  the  SEED  countries.  OPIC  is  now  playing  a  similar  role  as  U.S.  investors 
investigate  the  emerging  market  economies  of  the  former  Soviet  Union.  OPIC  brings  this 
commitment  to  market-driven  foreign  assistance  not  only  to  its  activities  in  Eastern  Europe  and 
the  former  Soviet  Union,  but  also  to  its  programs  throughout  the  developing  worid. 

Let  me  now  review  how  OPIC  carries  out  its  mandates,  the  initiatives  it  has  undertaken  to 
strengthen  its  capabilities  and  our  FY  1992  performance. 

OPIC'S  Mission  and  Programs 

OPIC  was  established  by  statute  in  1969,  confirming  American  recognition  of  the  value  of  a  self- 
sustaining  agency  that  both  promotes  economic  growth  in  developing  countries  by  encouraging 
U.S.  private  investment  in  those  countries,  and  simultaneously  builds  U.S.  economic  strength  by 
promoting  U.S.  exports  and  jobs  here  at  home. 

U.S.  recognition  of  the  value  of  such  a  program  goes  back  much  further.  U.S.  government 
sponsorship  of  programs  that  are  now  housed  at  OPIC  began  in  1948  with  the  Marshall  Plan.  In 
the  inmiediate  post-War  period.  Western  Europe  needed  American  support  to  rebuild  its 
democratic  and  market  institutions.  That  region  at  that  time  also  held  the  greatest  potential 
growth  opportunities  for  U.S.  businesses. 

To  complement  the  public  sector  assistance  extended  through  the  Marshall  Plan,  the  American 
Government  established  an  investment  insurance  program  to  help  U.S.  firms  overcome  their 
reluctance  to  invest  in  Europe's  risky  post- War  business  environment.    This  program  not  only 
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helped  to  stimulate  the  private  investment  needed  to  rebuild  Western  Europe,  but  it  also  helped 
ensure  that  U.S.  firms  held  a  strong  position  there  during  the  European  boom  years  of  the  1950's 
and  1960's.  The  investment  insurance  program  was  an  important  component  of  U.S.  foreign  and 
economic  policy  towards  Europe  in  the  post- War  period. 

Today,  the  United  States  faces  similarly  historic  challenges  and  opportunities.  The  collapse  of 
the  Soviet  empire  has  occurred  at  the  same  time  that  democratization  and  market  economic 
reforms  are  occurring  in  dozens  of  countries  in  other  parts  of  the  globe.  Many  developing 
nations  in  Latin  America,  Africa,  and  Asia  -  areas  in  which  OPIC  has  been  active  for  over  20 
years  —  are  struggling  to  nurture  developing  political  and  economic  freedoms  and  thereby  give 
their  people  the  framework  in  which  to  prosper.  As  in  post- World  War  n  Western  Europe,  much 
is  at  stake  now  for  the  United  States  in  the  success  of  market-led  development  around  the  worid. 

Also  as  in  the  post- War  period,  the  contribution  of  American  private  capital  to  the  consolidation 
of  democracy  and  free  markets  abroad  is  limited  only  by  the  rate  at  which  new  business 
opportunities  can  be  developed  in  these  emerging  democracies,  and  by  the  availability  of  tools  to 
manage  the  risks  inherent  in  developing  them  prudently.  OPIC  assistance  in  helping  U.S.  firms 
identify,  finance,  and  insure  sound  business  opportunities  is  often  critical  to  their  panicipation  in 
ihe  economic  recovery  of  these  nations.  By  helping  U.S.  firms  manage  the  political  risks 
associated  with  investment  in  these  countries,  OPIC  allows  them  to  focus  on  the  commercial 
viability  of  potential  investments,  and  to  let  the  market  drive  their  decision-making. 

OPIC  achieves  its  mission  through  three  principal  programs.  First,  its  finance  program 
provides  capital  for  long-term  investment  through^  direct  loans  and  loan  guaranties.  OPICs 
direct  loan  program  is  reserved  exclusively  to  support  U.S.  small  business. 
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Second.  OPIC  insures  private  VS.  investments  against  a  broad  range  of  political  risks 
including  expropriation,  currency  inconvertibility  and  political  violence.  Finally,  OPIC  provides 
a  variety-  of  pre-investment  services  that  can  assist  U.S.  businesses  to  obtain  the  critical 
information  and  guidance  needed  to  put  together  an  overseas  investment  project. 

In  providing  this  assistance,  OPIC  requires  that  the  projects  not  negatively  impact  the  American 
economy.  As  a  result,  OPIC-assisted  projects  provide  significant  benefits  for  the  U.S.  by 
expanding  markets  for  American-made  goods  and  services,  increasing  exports,  creating  new  jobs 
and  opening  access  to  new  resources.  (It  is  important  to  note  that  while  other  agencies  like  the 
World  Bank  and  its  affiliate,  the  International  Finance  Corporation,  provide  some  similar 
services,  they  are  free  to  provide  assistance  without  regard  to  the  impact  on  the  U.S.  economy.) 

Host  country  development  effects  are  important  to  OPIC  as  well.  OPIC-assisted  projects  help 
alleviate  two  of  the  most  pressing  problems  faced  by  developing  countries  -  a  chronic  shortage 
of  foreign  exchange  to  pay  for  critical  imports  and  foreign  debt  service,  and  the  widespread 
unemployment  and  underemployment  of  their  people. 

In  earning  out  its  mission  today  OPIC  operates  at  no  net  cost  to  the  taxpayer.  Created  in  1969 
with  seed  funding  of  $106  million,  all  of  which  has  long  since  been  returned  to  the  U.S. 
Treasury-,  OPICs  capital  and  reserves  now  stand  at  more  than  SI. 8  billion,  representing  an 
excellent  return  on  the  taxpayers'  original  investment  and  the  Congress'  original  commitment.  At 
the  same  time.  OPIC  has  a  strong  financial  base  to  support  its  activities.  In  FY  1992  OPIC 
posted  a  record  net  profit  of  SI  59.9  million.  OPIC  also  paid  a  dividend  of  SI  7.073  million  to  the 
U.S.  Treasury.  This  is  the  same  amount  OPIC  received  as  appropriated  funds  in  FY  1992  as  a 
result  of  credit  reform.  OPIC  is  proud  to  offer  such  a  substantial  return  to  the  American  people 
while  fulfilling  its  developmental  mandate  and  strengthening  U.S.  competitiveness  in  the  global 
marketplace. 
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FY  1992  Performance  /  Accomplishmento 

Overall,  in  FY  1992  OPIC  helped  American  companies  complete  118  separate  finance  and 
insurance  projects,  creating  $8  billion  of  economic  development  ~  the  highest  level  attained  in 
OPIC's  history.  Thirty-one  percent  of  the  year's  projects  involved  the  participation  of  U.S.  small 
business.  In  total,  these  projects  will  support  24,173  person-years  of  U.S.  employment, 
producing  more  than  S3  billion  in  new  U.S. -manufactured  goods  and  services  for  export  over  a 
five-year  period,  consisting  of  initial  procurement  of  U.S.  goods  and  services  valued  at  SI. 5 
billion,  plus  operational  procurement  from  U.S.  sources  valued  at  $1.6  billion  during  the  first 
five  years  of  project  operations.  When  all  financial  flows  are  taken  into  account,  the  projects  arc 
estimated  to  result  in  a  positive  U.S.  balance  of  payments  effect  of  $2.2  billion. 

OPIC's  assistance  to  U.S.  investors  often  leverages  more  than  an  equal  amount  of  investment 
from  other  sources.  For  example,  of  the  S8  billion  in  total  investment  resulting  from  OPIC's 
FY  1992  insurance  and  finance  projects.  S3.4  billion  (or  42  percent)  represents  investment  by 
U.S.  companies.  S1.9  billion  comes  from  third  countries,  S2.3  billion  from  host  countries,  and 
the  balance,  more  than  S400  million,  comes  from  multilateral  development  institutions. 

The  number  of  countries  eligible  for  OPIC's  services  and  programs  continued  to  increase 
dramatically  during  FY  1992.  By  the  end  of  the  year.  OPIC  was  operating  its  programs  in  140 
countries  around  the  world,  representing  the  highest  number  of  eligible  countries  in  its  histor> . 
Eighteen  countries  have  been  added  to  this  list  in  the  past  two  years,  including  all  of  the  Newly 
Independent  States  of  the  former  Soviet  Union,  except  Azerbaijan. 

OPIC's  FY  1992  projects  will  also  provide,  in  the  aggregate,  significant  economic  and  social 
benefits  for  developing  host  countries.  They  will  generate  approximately  47,345  jobs,  one  of  the 
highest  levels  of  host  country  job  creation  for  any  single  fiscal  year  in  OPIC's  history.     In 
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addition,  host  countries  will  realize  net  foreign  exchange  savings  of  S128  million  per  year  and 
net  government  revenues  of  $546  million  per  year  during  the  first  five  years  of  project  operation. 

Let  me  briefly  summarize  other  FV  1992  highlights  of  OPIC  programs  and  initiatives. 

The  Newly  Independent  States  ("MS") 

U.S.  investor  interest  in  the  emerging  market  economies  of  the  former  Soviet  Union  has  been 
building  at  a  rapid  rate  since  January  1,  1992.  We  have  been  inundated  with  new  inquiries 
concerning  OPIC  finance  and  insurance  programs  in  those  countries.  Not  surprisingly,  OPIC 
activities  in  the  region  have  increased  steadily  since  commencing  operations  there  less  than  one 
year  ago.  We  consider  our  efforts  in  this  region  to  be  among  the  most  important  and  challenging 
tasks  ever  undertaken  by  OPIC. 

In  our  most  significant  action  to  date  in  Russia,  President  Clinton  announced  at  the  recent  U.S.- 
Russia Summit  in  Vancouver  with  President  Yeltsin  that  OPIC  will  provide  SI 50  million  worth 
of  as'^istance  to  Conoco.  Inc..  to  support  a  major  oil  development  and  production  project  critical 
10  the  Russian  energy  sector.  This  will  be  the  first  new  oil  field  to  be  developed  by  a  U.S.- 
Russian joint  venture. 

•  RL'SSIA  OPIC  will  provide  a  $50  million  loan  guaranty  and  $100  million  in  investment  insurance  coverage 
for  Conoco' s  "Polar  Lights"  oil  dexelopment  and  production  project.  Polar  Lights  is  a  joint  venture  project 
between  Conoco,  one  of  the  ten  largest  petroleum  companies  in  the  U.S.,  and  Arkhangelskgeologia,  a 
government  enterprise  existing  under  the  Slate  Committee  of  Geology  of  Russia.  Conoco  has  been  involved  in 
the  purchase  and  trade  of  Russian  oil  and  related  products  since  1 984.  The  Polar  Lights  project,  financed  and 
insured  under  existing  legislative  authority,  is  OPIC's  first  loan  guaranty  and  the  largest  amount  of  insurance 
iO\  trage  issued  to  date  in  Russia. 

In  addition  to  the  generation  of  a  significant  amount  of  critically  needed  capital,  creation  of  more  than  800 
Russian  jobs,  transfer  of  urgently  needed  technical  skills  and  provision  of  important  environmental 
improvements  through  the  introduction  of  new  technologies,  the  project  is  expected  to  create  U.S.  exports  of 
SIOO  million,  thereby  generating  an  estimated  180  U.S.  jobs. 
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OPIC.  with  its  emphasis  on  the  role  of  the  private  sector  and  the  development  of  market-based 
economies  to  underpin  democratization  in  the  region,  is  a  key  component  of  the  U.S.  assistance 
program  for  the  NIS.  As  a  result  of  the  dramatic  changes  taking  place  in  the  former  So\iet 
Union,  the  U.S.  moved  quickly  to  make  OPIC  programs  available  to  facilitate  American 
investment  in  the  region.  Since  April  1992,  OPIC  has  signed  operating  agreements  with  all  of 
the  former  Soviet  republics:  Russia,  Ukraine,  Armenia,  Kyrghyzstan,  Kazakhstan,  Belarus, 
Moldova,  Georgia,  Turkmenistan,  Tajikistan,  Azerbaijan  and  Uzbekistan.  OPIC  programs  were 
already  operational  in  Estonia,  Latvia  and  Lithuania. 

OPICs  resources  require  careful  management  in  order  to  keep  up  with  the  explosion  of  U.S. 
interest  in  this  vast  region.  Our  insurance  program,  which  insures  new  investment  only,  requires 
that  investors  file  a  written  registration  with  OPIC  prior  to  making  an  investment.  A  review  of 
registrations  filed  provides  a  sense  of  the  enormous  interest  among  U.S.  investors  in  pursuing 
projects  in  the  former  Soviet  Union.  Russian  projects  represent  the  majority  of  such 
registrations.  To  date,  OPIC  has  registered  over  250  potential  insurance  projects  in  Russia, 
totaling  approximately  S22  billion  of  proposed  investment,  or  more  than  a  quarter  of  its 
registrations  worldwide.  Significant  interest  has  also  been  demonstrated  in  projects  located  in 
Kazakhstan  and  the  Ukraine.  The  registration  figures  for  all  of  the  former  Soviet  Union 
(excluding  the  three  Baltic  nations)  are  approximately  400  projects  totaling  S28  billion.  While 
only  a  fraction  of  registered  projects  can  be  expected  to  go  forward,  these  numbers  are  indicative 
of  the  enormous  interest  of  U.S.  investors  in  the  region,  relative  to  OPICs  experience  elsewhere 
in  the  world. 

The  OPIC  finance  program  has  a  current  pipeline  in  the  region  of  50  projects  representing 
potential  loan  demand  of  $1  billion.  Inquiries  have  been  received  concerning  projects  as  small  as 
5750,000  to  projects  as  large  as  $8  billion.  Most  of  the  interest  to  date  has  been  in  minerals  and 
energy,  telecommunications,  manufacturing,  agriculture,  forestry,  fishing  and  consumer  goods. 
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To  date,  OPIC  has  received  25  specific  applications  for  financing.  Some  of  these  aie  of  marginaJ 
quality,  from  investors  seeking  a  grant  or  highly  subsidized  loan.  (OPIC  provides  neither.)  A 
number  of  others  have  not  yet  been  consummated  due  to  changes  in  government  regulations  or  in 
the  composition  or  authority  of  the  proposed  local  partners. 

Let  me  give  you  some  examples  of  other  types  of  NIS  projects  OPIC  supported  in  FY  1992: 

•  RUSSIA  OPIC  insured  Ingersoll  Rand's  equity  investment  in  the  'Instrum- Rand"  joint  stock  company  located 
in  Nizhny  Novgorod  for  the  production  of  power  tools  that  will  be  used  primarily  by  local  producers  of 
automobiles.  Improving  the  quality  of  Russia's  manufacturing  base  is  critical  for  the  success  and  transition  of 
the  Russian  economy.  The  project  will  generate  over  513  million  in  exports  of  U.S.  goods  and  services  during 
the  first  five  years  of  project  operations. 

•  RUSSIA  OPIC  also  provided  an  insurance  commitment  to  Aiuterman/Smith  Overseas,  Inc.,  for  its  equity 
contribution  to  the  Chemogorshoye  oil  and  gas  development  joint  enterprise  in  Western  Siberia.  American 
investment  in  Russia's  vast  natural  resources  generates  badly  needed  hard  currency  for  the  Russian  economy 
artd  facilitates  the  export  of  U.S.  goods  and  services  that  will  be  used  to  revive  Russian  productive  capacity. 
The  project  will  generate  $137  million  in  U.S.  exports  over  the  first  five  years. 

As  a  complement  to  its  traditional  project  finance,  investment  insurance,  and  investor  services 
programs,  and  in  support  of  U.S.  govemment-wide  efforts  to  support  democratization  and 
economic  reforms  in  the  Soviet  Union,  OPIC  has  developed  and  implemented  a  number  of 
special  initiatives.  For  example,  in  December  1992  OPIC  sponsored  a  conference  highlighting 
investment  opportunities  in  the  health  industry  in  the  Caucasus  and  Central  Asia.  This  highly 
successful  conference  attracted  over  100  American  business  executives  to  Washington  to  meet 
with  business  and  government  leaders  from  Armenia,  Georgia,  Kazakhstan,  Krygyzstan, 
Moldova  and  Uzbekistan.  And  in  March  1993  OPIC  hosted  a  "reverse  mission"  to  concentrate 
on  business  opportunities  for  U.S.  companies  in  the  Tomsk  and  Chelyabinsk  regions  of  Russia, 
formerly  a  Soviet  defense  industry  center. 

Activities  such  as  these  are  intended  to  help  U.S.  companies  gain  a  foothold  in  these  new 
emerging  markets  while  supporting  the  important  U.S.  foreign  policy  objective  of  aggressively 
supporting  defense  conversion  activities  in  this  region. 
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Central  and  Eastern  Europe 

Since  expanding  its  programs  to  Central  and  Eastern  Europe  three  years  ago,  OPIC,  with  its 
emphasis  on  the  role  of  the  private  sector  and  the  development  of  market-based  economies,  has 
become  a  particularly  effective  component  of  the  U.S.  government's  assistance  plan  for  this 
region. 

As  these  nations  continue  their  dramatic  economic  transformation  through  efforts  to  dismantle 
and  replace  state-controlled  economic  systems  with  free  markets,  OPICs  risk  management 
programs  are  an  important  vehicle  for  mobilizing  American  capital  and  technology.  More  than 
20%  of  OPICs  total  FY  1992  investment  {>ortfolio  represents  projects  in  Central  and  Eastern 
Europe. 


POLAND  OPIC  provided  a  S2. 7  million  direct  loan  to  a  U.S.  -Polish  joint  venture,  Lodom,  to  construct  and 
operate  a  cold  storage  and  distribution  facility  in  Szczecin,  a  major  port  city  in  Poland.  By  increasing  the 
availability  of  cold  storage,  this  project  will  have  a  positive  impact  on  the  development  of  Poland's  food 
distribution  and  its  agricultural  sector.  In  addition  to  OPIC.  the  European  Bank  for  Reconstruction  and 
Development  ("EBRD")  and  the  U.S.  Export-Import  Bank  are  participating  in  the  project  financing.  OPIC  is 
also  collaborating  on  this  project  with  the  Polish-American  Enterprise  Fund,  a  co-sponsor  of  the  project 
company. 

POLASD  OPIC  insured  the  investment  of  a  U.S.  firm.  Amentech.  in  Pohka  Telefonia  Komorkowa.  a  joint 
venture  created  to  develop  and  operate  a  cellular  telephone  network  in  Poland.  The  project  will  generate  U.S. 
exports  in  excess  of  $51  million  during  its  first  five  years  of  operations  and  result  in  a  positive  U.S.  balance  of 
payments  effect  of  $61.5  million  over  this  same  period. 

HUNGARY  A  U.S. -Hungarian  joint  venture  to  construct  and  operate  a  high  grade  carbon  black 
manufacturing  plant  was  assisted  by  a  $24.5  million  OPIC  investment  guaranty.  The  EBRD  is  also 
participating  in  the  project  financing.  The  project  will  apply  state-of-the-art  production  techniques  that  will 
render  it  one  of  the  most  environmentally  sound  producers  of  this  chemical  in  the  world.  The  venture 
represents  a  major  step  in  the  development  of  Hungary's  industrial  infrastructure.  OPICs  giuiranry  supports 
an  American  company  seeking  to  establish  a  presence  in  Eastern  Europe,  and  as  a  result  of  this  project 
approximately  $13  million  in  U.S.  goods  will  be  procured. 
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The  significant  resources  and  experience  OPIC  can  contribute  to  African  development  have 
never  been  more  important.  This  is  because  for  the  first  time  since  most  of  Africa  became 
independent,  the  private  sector  is  at  the  forefront  of  development  strategies  throughout  the 
continent.  From  Sierra  Leone  to  Uganda,  African  governments  have  begun  to  free  prices,  open 
markets,  liberalize  investment  codes,  and  initiate  privatization  programs  ~  all  necessary  actions 
to  free  up  their  productive  capacity  and  lay  the  groundwork  for  economic  growth. 

OPIC  has  responded  to  the  positive  policy  changes  in  Africa  by  deepening  its  conrmiitment  to  the 
region,  with  impressive  results.  OPIC  has  directly  contributed  to  a  significant  amount  of  U.S. 
investment  in  Africa  over  the  last  several  years.  In  FY  1992  we  supported  22  African  projects, 
more  than  double  the  number  assisted  in  the  previous  year. 

•  SIERRA  LEOS'E  The  expansion  and  modernization  of  an  existing  rutile  mining  and  processing  operation  in 
Sierra  Leone  hoj  assisted  by  a  $15  million  OPIC  investment  guaranty.  In  expanding  the  mining  operation, 
which  is  the  largest  economic  enterprise  in  the  country,  the  employment  of  approximately  2,000  local  workers 
will  he  secured.  .A  considerable  amount  of  capital  equipment  will  be  procured  from  the  United  Slates.  In 
addition  lo  OPIC.  other  development  agencies  involved  in  the  project  include  the  U.S.  Export-Import  Bank,  the 
h:urtuy.ional  Finance  Corporation.  DEC  (Germany)  and  the  Commonwealth  Development  Corporation  iCreat 
Bri\iin  I. 

•  GH.\SA  .\n  .Africa  Growth  Fund  $500,000  equity  investment  in  Fidelity  Resources,  a  holding  company  that 
i'ufi5  a  vehicle  distributorship,  will  result  in  U.S.  exports  in  excess  of  $3  million  during  the  first  five  yean  of 
I'rtijtct  <>perc:ions.  The  project  allows  the  Ghanaian  company  significantly  to  increase  its  inventory  of 
Chryiler  and  Jeep  vehicles,  and  supports  the  efforts  of  General  Motors  Corporation  lo  e.xpand  its  export 
markets.  In  addition,  related  joint  venture  agreements  with  U.S.  tire,  tool  and  spare  parts  manufacturers  will 
enable  the  distributorship  to  sen'ice  its  American-made  products  better  and  compete  more  effectively  with  its 
Japanese  and  European  counierpans. 

The  .Americas 

In  Latin  America,  where  economic  reform  has  recently  accelerated.  OPIC  issued  aggregate 
insurance  coverage  in  excess  of  $1.4  billion  in  FY  1992.    Of  the  37  projects  in  the  region 
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supported  by  OPIC's  investment  insurance,  almost  haJf  were  in  Argentina,  Chile.  Colombia  and 
Venezuela,  where  recent  reform  initiatives  have  created  extensive  commercial  opportunities  and 
favorable  investment  climates. 

The  finance  program's  FY  1992  activity  in  this  region  was  characterized  by  an  increasing 
participation  in  highly  developmental  privatization  projects.  Several  projects  supported  by  OPIC 
direct  loans  and  investment  guaranties  in  sectors  ranging  from  telecommunications  to  tourism 
will  result  in  significant  private  sector  involvement  in  industries  traditionally  dominated  by  state- 
owned  enterprises. 

•  COLOMBIA  In  Colombia,  a  S35  million  OPIC  loan  guaranty  and  substantial  OPIC  insurance  will  support 
KiM  Engineering  and  Consulting  Corporation  and  Chase  Manhattan  Bank  investments  in  the  construction  and 
operation  of  a  90-megawatt  natural  gas-fired,  steam  injection  electric  power  plant  The  project  will  procure  $73 
million  in  goods  and  services  from  American  companies  during  the  first  five  years  of  operations.  Structured 
under  the  "Build-Own-Operaie-Transfer"  financial  model,  the  project  will  bring  significant  private  sector 
ownership  to  a  sector  usually  characterized  by  government  control 

•  VE.SEZL'FH  To  help  privatize,  expand  and  modernize  the  Venezuelan  national  telephone  system,  OPIC 
insured  a  por.ion  ofCTE's  equity  investment  in  Ven  World  Telecom  C.A.  In  addition  to  upgrading  the  country's 
telecommunications  infrastructure,  the  project  is  expected  to  maintain  its  20.000  existing  employees  and  create 
nearly  5.000  new  jobs  within  the  Venezuelan  economy.  Significant  benefits  to  the  U.S.  economy  will  also  result, 
including  the  procurement  of  operational  inputs  from  American  manufacturers  totaling  approximately  $740 
million  during  the  first  five  years  of  project  operations. 

Support  for  the  Environment 

The  environment  is  an  increasingly  important  component  of  development  strategies  around  the 
world  and  of  OPIC  programs. 

OPIC  has  been  very  active  in  encouraging  investment  that  promotes  sustainable  development, 
and  in  undenaking  initiatives  to  foster  more  of  this^  type  of  investment.  For  example,  OPIC  is 
involved  in  developing  a  privately-owned  and  managed  International  Environmental  Investment 
Fund.  The  fund,  to  be  privately  owned  but  backed  by  OPIC  loan  guaranties,  will  invest  in  new  or 
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expanding  businesses  in  developing  countries  that  use  natural  resources  on  a  sustainable  b^sis  or 
that  otherwise  practice  sound  environmental  management.  While  initial  effons  to  capitalize  this 
fund  have  been  disappointing.  OPIC  is  currently  in  the  process  of  restructuring  it  and  is  confident 
that  the  restructured  fund  will  demonstrate  that  carefully  selected  investments  can  eara  a 
respectable  market  rate  of  remm  and  contribute  positively  to  the  overall  environment. 

•  BRAZIL  A  SI  million  FY  1992  direct  loan  underscores  OPIC's  commitment  to  environmentally  sound 
investment.  The  loan  supports  the  participation  of  a  U.S.  small  business  in  the  modernization  of  an  export- 
grade  tropical  hardwood  veneer  and  plywood  manufacturing  facility  on  the  Amazon  River  in  Brazil  The 
project  brings  exceptional  developmental  benefits  that  address  long-term  environmental  and  social  needs  in  the 
Amazon  regioiL  For  example,  the  project  company  selectively  harvests  the  timber  (as  opposed  to  clear-cutting, 
which  leaves  large  swaths  of  open  land},  while  maintaining  a  seedling  nursery  and  tree  plaruation.  It  also 
provides  employment  for  local  people  who  would  otherwise  likely  be  engaged  in  clearing  the  forest  for  short- 
term  non-productive  uses.  This  project  represents  the  successful  blend  of  business  and  environmental  in:erests, 
and  it  has  been  hailed  as  an  example  of  a  well-managed  approach  to  sustainable  development. 


FY  1994  Budget  Request 

For  fiscal  year  1994,  the  Administration  has  requested  SI 7.928  million  in  budget  authont>'  for 
loan  subsidies  and  credit-related  administrative  expenses.  Of  the  total,  S9.8  million  is  for 
subsidy  to  support  approximately  5400  million  in  direct  and  guaranteed  loans,  and  S8.128 
million  is  to  fund  credit-related  administrative  expenses.  These  amounts  are  identical  lo  the  total 
appropriated  for  OPIC  in  FY  1993.  Although  OPIC  was  established  as  a  self-sustaining  agency, 
since  the  Federal  Credit  Reform  Act  of  1990.  OPIC  has  received  appropriations  for  purposes  of 
consistency  with  other  agencies  affected  by  Credit  Reform.  While  not  required,  last  year  OPIC 
paid  a  dividend  of  SI 7.073  million  to  the  U.S.  Treasury,  the  amount  of  the  F\'  1992 
appropriation.  This  reflects  OPIC's  ongoing  ability  to  operate  as  a  self-sustaining  agency  at  no 
net  cost  to  U.S.  taxpayers. 
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OPIC  has  consistently  conunitted  its  entire  lending  authority  in  recent  years.  Demand  is 
strongest  for  large  projects,  using  guaranteed  loans,  which  maximize  OPICs  ability  to  leverage 
its  limited  authority  with  private  sector  funds. 

For  its  small  business  direct  loan  program,  OPIC  requests  FY  1994  subsidy  budget  authorit)-  of 
S2.937  million  which,  at  the  currently  estimated  average  subsidy  rate  of  14.18  percent,  will 
support  almost  $22  million  of  direct  loans.  For  its  guaranteed  loan  program,  OPIC  requests 
S6.863  million  in  subsidy  budget  authority  which,  assuming  an  average  1.8  percent  subsidy,  will 
support  $375  million  in  loan  guaranties.  (The  actual  amount  of  finance  activity  may  vary  from 
this  forecast  due  to  actual  subsidy  costs  which  are  determined  on  a  project-by-project  basis.)  The 
difference  in  the  subsidy  cost  of  the  two  credit  programs  is  largely  attributable  to  the  fact  that 
OPICs  direct  loan  program  is  limited  to  small  business  sponsors.  These  sponsors  do  not  always 
have  the  depth  of  human  and  financial  resources  required  to  weather  the  extremely  difficult 
operating  environments  in  which  OPIC  projects  are  located  and  therefore  are  generally  a  higher 
credit  risk. 

OPIC  believes  the  projected  subsidy  costs  to  be  prudent,  but  it  should  be  noted  that  the  costs  are 
based  on  estimates  of  future  costs  and  are  deliberately  conservative.  OPIC  continues  to  place  a 
ver>'  strong  emphasis  on  credit  quality. 

Status  Report  on  Regional  Growth  Funds 

Let  nie  take  this  opportunity  to  briefiy  update  the  Subcommittee  on  recent  activities  involving 
OPICs  "family  of  funds."  in  which  OPIC  is  working  with  the  U.S.  private  sector  to  develop 
sources  of  capital  to  target  investment  in  new  enterprises,  the  expansion  of  existing  businesses, 
and  the  privatization  of  government-owned  enterprises  in  specific  regions. 
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The  first  such  initiative  was  the  Arrica  Growth  Fund  ("AGF"),  which  was  launched  in  1989. 
Targeting  42  countries  in  sub-Saharan  Africa,  the  AGF  is  capitalized  with  investments  by  a 
group  of  U.S.  corporations,  with  additional  capital  backed  by  a  $20  million  OPIC  investment 
guaranty.  To  date,  the  AGF  has  committed  equity  funding  of  approximately  SI  3  million  in  seven 
investment  projects,  including  a  hotel  in  Botswana,  a  coffee  processing  plant  and  a  gold  mine  in 
the  Ivory  Coast,  a  bottle  manufacturing  facility  in  Kenya,  a  provider  of  compressed  oxygen  and 
nitrogen  to  hospitals  and  industries  in  Cameroon,  and  a  merchant  bank  and  a  trucking  company, 
both  in  Ghana.  The  AGF  is  close  to  making  commitments  to  several  other  ventures  and  expects 
to  be  fully  invested  by  the  end  of  this  calendar  year. 

The  Asia  Pacific  Growth  Fund  ("APGF"),  launched  in  October  1992,  has  now  completed  the 
task  of  raising  its  $75  million  in  capital  and  has  begun  the  business  of  investing  in  new  and 
expanding  Asian  companies. 

OPIC  is  currently  working  with  a  U.S.  venture  capital  firm  to  establish  an  investment  fund  for 
Poland.  This  new  initiative,  called  Poland  Partners,  will  invest  in  companies  that  demonstrate 
significant  growth  potential,  thereby  supporting  Poland's  efforts  to  develop  an  efficient, 
profitable  private  sector.  The  primary  objective  of  Poland  Fanners  will  be  to  seek  investments 
that  will  utilize  equipment  manufactured  in  the  United  States  and  employ  the  senices  of  U.S. 
enterprises.  Capitalization  of  this  newest  of  OPIC  supported  private  investment  funds  is  targeted 
at  S50  million. 

As  you  may  recall,  we  have  also  been  working  for  some  time  to  develop  a  new  investment  fund 
for  Israel.  OPIC  has  recently  selected  a  fund  manager  for  an  Israel  Growth  Fund,  to  which  we 
expect  to  commit  financing  in  FY  1993.  This  fund,  with  capitalization  in  the  S50-75  million 
range,  will  invest  in  privately  owned  companies  operating  in  various  business  sectors  and 
industries  in  Israel.  It  will  support  Israel's  program  to  transform  a  state-owned  business  sector  to 
private  ownership  and  efficient  performance.    We  hope  to  bring  this  project  to  our  Board  of 
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Directors  in  the  next  few  weeks  in  order  to  avoid  any  delay  in  the  commencement  of  marketing 
the  fund. 

Also  planned  is  the  Americas  Growth  Fund,  which  will  focus  on  the  developing  countries  of 
Central  and  South  America.  Two  investment  ftmds  targeting  the  NTS  ~  one  of  $2  million  for 
small  businesses  and  one  of  $50  million  for  larger  businesses  ~  are  also  being  considered. 
Each  business  in  which  these  funds  invest  must  have  an  economic  connection  with  the  United 
States  and  receives  appropriate  review  in  regard  to  U.S.  effects,  the  environment  and  other  OPIC 
requirements.  The  U.S.  connection  may  be  in  the  form  of  a  joint  vennire  with  an  American 
company  or  an  agreement  for  the  supply  of  U.S.  equipment,  components,  management  or 
technology. 

[Infonnaiion  about  these  funds  is  provided  solely  for  the  purpose  of  informing  the  Subccmmittee  with  regard  to 
OPIC's  operations,  and  is  not  intended  to  assist  in  any  solicitations  of  investments  in  the  funds.] 


II.        REQUEST  FOR  NEW  AUTHORITi' 

Turning  to  other  issues  raised  in  your  .\pril  26  letter,  you  asked  whether  OPIC  is  seeking  any 
new  starutor>'  authority.  As  you  know,  the  Jobs  Though  Exports  Act  of  1992  reauthorized  OPIC 
programs  for  two  years,  through  September  30,  1994.  At  the  present  time  there  is  no 
.Administration  request  for  new  statutor>'  authority  for  OPIC. 

As  Secretary  of  State  Christopher  has  indicated  to  the  Congress,  the  Administration  has  made 
foreign  assistance  reform  a  top  priority  and  is  actively  engaged  in  a  comprehsnsive  review  of  all 
programs.  The  new  management  at  OPIC  will  also  play  an  important  role  in  reviewing  OPIC 
operations.  During  a  time  of  budget  stringency  at  home,  OPIC  expects  to  play  an  important  role 
as  a  facility  that  promotes  private  sector  participation  in  the  service  of  our  foreign  policy 
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objectives  and  operates  on  a  self-sustaining  basis.   We  contemplate  close  cooperation  ui'Ji  the 
Congress  as  new  proposals  are  developed  and  new  authorities  requested. 


III.       IMPACT  ON  OPIC  OF  SECTION  599  OF  THE  1992  FOREIGN 
OPERATIONS  APPROPRIATIONS  ACT 

The  thrust  of  section  599  of  the  1993  Foreign  Operations  Appropriations  Act  (and  related  Title 
vni  of  the  Jobs  Though  Exports  Act)  is  to  prevent  U.S.  job  loss  and  protect  worker  rights  while 
carrying  out  U.S.  foreign  assistance  activities.  These  arc  issues  to  which  OPIC  is  already 
sensitive  and  in  which  it  has  considerable  positive  experience. 

Even  before  this  new  provision  was  enacted,  OPIC  screened  out  projects  that  might  have  a 
negative  impact  on  U.S.  employment  or  the  host  country  environment  and  was  subject  to 
statutory  requirements  relating  to  protection  of  internationally  recognized  woricer  rights.  In  fact, 
OPIC  policies  were  cited  during  Congressional  debate  as  the  model  for  what  the  new  rcstricuons 
were  intended  to  achieve. 

Nevertheless.  OPIC  has  taken  a  careful  and  deliberate  approach  to  implementation  of  section 
599.  and  is  confident  that  in  bringing  its  programs  into  full  compliance  with  the  new  provisions, 
it  has  enhanced  its  ability  to  guard  against  supporting  projects  that  could  be  detrimental  to  U.S. 
economic  interests  or  to  international  worker  rights. 

While  many  of  OPICs  programs  operate  without  using  funds  appropriated  in  annual 
appropriations  acts,  OPIC  has  applied  the  restrictions  of  section  599  to  all  its  programs.  This 
means  that  all  finance  and  insurance  projects  are  currently  screened  to  insure  compliance  with  the 
provisions  of  subsections  (a),  (b)  and  (c)  of  section  599,  and  that  investment  mission  participants 
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and  other  users  of  OPIC's  pre-investment  ser\'ices  are  informed  that  OPIC  can  only  support 
projects  that  conform  with  the  provisions  of  section  599. 

With  regard  to  the  effect  of  the  new  provisions  on  OPIC's  ability  to  carry  out  its  programs,  it  is 
important  to  note  as  mentioned  above  that  unlike  other  foreign  assistance  programs,  OPIC 
programs  have  long  operated  under  restrictions  contained  in  the  OPIC  sections  of  the  Foreign 
Assistance  Act  that  are  similar  to  the  new  restrictions  in  subsection  599(a)  and  (c).  Thus, 
implementation  of  those  provisions  has  required,  in  the  case  of  subsection  (a),  no  change  in 
existing  procedures,  and  in  the  case  of  subsection  (c),  only  some  minor  changes  in  our  existing 
project  review  procedures.  Subsection  (b),  however,  creates  a  new  restriction  for  OPIC.  and 
therefore  has  the  potential  to  prevent  OPIC  from  assisting  some  projects  with  favorable  U.S. 
effects  that  might  have  been  permissible  under  OPIC's  previous  statutory  restrictions  and 
policies. 

Specifically,  subsection  (a)  prohibits  agencies  from  providing  financial  incentives  to  induce  a 
U.S.  business  lo  relocate  outside  the  United  Slates  if  such  relocation  is  likely  to  cause  a  reduction 
in  the  number  of  jobs  in  the  United  Slates.  OPIC  has  since  1974  been  subject  to  a  prohibition  on 
assisting  any  project  where  the  investor  is  likely  significantly  to  reduce  the  number  of  its 
employees  in  the  United  Slates  (22  U.S.C.  2191(k)(l)).  In  implementing  that  provision.  OPIC 
has  applied  a  standard  of  no  reduction  in  U.S.  employment  rather  than  the  less  stringent,  no 
significant  reduction  standards  required  by  the  language  of  that  provision.  Thus  subsection  (a) 
will  have  no  additional  impact  on  OPIC's  ability  to  carry  out  its  foreign  assistance  programs. 

Subsection  (b),  the  prohibition  on  assistance  for-the  purpose  of  establishing  or  developing  export 
processing  zones  without  a  Presidential  certification  that  the  project  will  cause  no  U.S.  job  loss, 
is  a  new  provision  with  no  counterpart  in  OPIC's  prior  legislation.  However,  the  purpose  of  the 
provision  is  one  that  OPIC  already  addresses,  inasmuch  as  it  is  designed  to  prevent  support  for 
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projects  that  would  cause  U.S.  job  loss.  As  noted  above.  U.S.  job  loss  is  a  matter  that  OPIC 
already  screens  for  in  every  project  it  considers.  The  requirement  to  obtain  a  Presidential 
certification  in  order  to  support  an  export  processing  zone  project  is  a  new  requirement  but.  as  a 
practical  matter,  docs  not  alter  the  basis  on  which  OPIC  would  make  a  determination  thai  such 
projects  would  have  no  negative  effect  on  U.S.  jobs. 

Subsection  (c)  prohibits  support  for  projects  that  will  contribute  to  violations  of  internationally 
recognized  worker  rights.  Throughout  the  last  decade,  OPIC  has  implemented  measures  to 
protect  worker  rights.  Since  1985  OPIC's  statute  has  required  that  it  operate  only  in  countries 
that  are  "taking  steps  to  adopt  and  implement  internationally  recognized  worker  rights"  (22 
U.S.C.  2191a(a)(l)).  OPIC  also  includes  in  its  contracts  the  requirement  that  investors  not  take 
actions  to  prevent  employees  of  the  project  from  exercising  their  rights  of  free  association  and 
collective  bargaining,  and  that  they  observe  applicable  worker  rights  laws.  This  contractual 
language  was  developed  in  consultation  with  Congress  and  organized  labor,  and  was  included  in 
OPIC  contracts  beginning  in  1989.  In  October.  1992,  OPIC's  authorizing  legislation  was 
\imended  to  require  inclusion  of  the  now  standard  contract  language  in  all  OPIC  contracts.  iP.L. 
:02-549  ^102(3).) 

In  ihis  conicM.  the  new  provision  contained  in  subsection  599(c)  of  the  Appropriations  Act  will 
.ilYcci  OPlCs  operations  only  in  those  countries  that  are  "taking  steps  to  adopt  and  implement 
internationally  recognized  worker  rights,"  but  where  local  laws  are  nevertheless  insufficient  to 
prevent  m%e!>tors  who  comply  with  them  from  contributing  to  violations  of  internationally 
reeoynized  worker  rights. 

In  such  cases.  OPIC  will  require  that  investors  undertake  to  provide  project  workers  with 
working  conditions  that  meet  internationally  recognized  standards.  To  the  extent  that  investors 
are  not  willing  to  enter  into  such  undertakings,  the  new  provision  will  prohibit  OPIC  from 
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supporting  their  projects.  However,  we  anticipate  that  a  more  common  outcome  in  cases  \\  here 
such  undertakings  are  required  will  be  to  reflect  in  the  project  documentation,  as  a  condition  for 
OPIC  support,  a  level  of  working  conditions  that  exceeds  that  available  as  a  matter  of  law  in  the 
host  country. 

In  sum.  OPIC  takes  the  provisions  of  Section  599  very  seriously  and  has  made  every  effon  to 
implement  them  with  care  and  deliberation  and  in  a  way  that  is  fiilly  consistent  with  the  intent  of 
Congress. 


IV.       HOW  OPIC  PROTECTS  U.S.  JOBS  AND  INDUSTRIES 

You  asked,  Mr.  Chairman,  what  OPIC  is  doing  to  ensure  that  no  U.S.  jobs  are  exported  overseas. 
Protection  of  U.S.  jobs  is  an  integral  part  of  everything  we  do  at  OPIC  and  I  am  pleased  you  have 
raised  what  is  a  very  important  issue. 

OPIC  is  committed  not  to  export  jobs  and  not  to  support  runaway  plants.  We  are  aware  cenain 
types  of  overseas  investment  can  cost  U.S.  jobs.  Therefore,  every  potential  OPIC  project 
undergoes  a  rigorous  analysis  of  its  effect  on  U.S.  employment  and  existing  businesses.  In  fact. 
OPIC  imposes  a  higher  standard  on  itself  than  that  required  by  law. 

Since  1974.  OPIC  has  been  forbidden  by  law  to  suppon  any  project  that  significantly  reduces  the 
number  of  U.S.  employees  of  the  particular  investor  by  substituting  overseas  facilities  for 
domestic  production.  Further.  OPIC  is  forbiddeq  to  support  any  project  that  is  likely  to  have  an 
adverse  effect  on  the  U.S.  economy  or  U.S.  employment  and  conducts  a  detailed  sectoral  analysis 
to  screen  out  such  projects.  In  light  of  OPIC's  successful  history  of  promoting  development 
without  supporting  runaway  plants,  similar  restrictions  were  imposed  on  other  foreign  assistance 


126 


programs  as  part  of  Section  801  of  the  Jobs  Through  Exports  Act  of  1992  and  Section  599  of  the 
Foreign  Operations  Appropriations  Bill. 

As  an  example  of  OPICs  commitment  to  protection  of  U.S.  jobs,  during  the  last  three  fiscal  years 
OPIC  formally  denied  assistance  to  13  projects  due  to  potential  adverse  U.S.  effects,  and  literally 
dozens  of  other  project  sponsors  have  abandoned  efforts  to  obtain  OPIC  support  after  informal 
counseling  regarding  OPIC  standards. 


V.        OPIC  COMMENTS  ON  H.R.  4996 

Finally,  you  asked  for  comments  on  H.R.  4996  as  passed  last  year.  On  August  5,  1992,  as  part  of 
its  consideration  of  the  OPIC  1992  reauthorization  request,  the  House  of  Representatives,  led  by 
this  subcommittee,  passed  a  comprehensive  rewrite  of  OPICs  statutor>'  authority.  The  bill, 
which  passed  the  House  by  a  wide  margin,  was  a  major  initiative  to  improve,  update  and  remove 
obsolete  provisions  of  OPICs  20  year  old  statute  as  well  as  other  important  titles.  Although  this 
proposal  for  OPIC  was  not  enacted  into  law  in  the  last  Congress,  it  does  provide  an  excellent 
starting  point  for  review  of  OPICs  operating  authority. 

While  the  OPIC  title  of  H.R.  4996  was  supported  by  the  previous  .Administration  with  few 
exceptions,  the  new  Administration  and  the  new  management  at  OPIC  look  forward  to  an 
opportunity  for  a  thoughtful  and  careful  review  of  this  proposal  and  the  related  policy  issues 
consistent  with  this  .Administration's  focus  on  more  effective  and  streamlined  policy 
implementation.  Close  cooperation  with  this  Subcommittee  will  be  important  to  achieve  these 
goals. 
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CONCLUSION 

The  opportunity  to  help  the  U.S.  economy  and  help  developing  countries  has  never  been  greater. 
OPIC  offers  a  unique  combination  of  financing  and  insurance  packages  for  American  business 
which  provide  flexibility  in  raising  capital  and  mitigate  the  risks  associated  with  investment  in 
developing  countries  and  new  market  economies.  As  the  U.S.  reviews  its  approach  to  foreign 
assistance  in  the  post-Cold  War  era,  we  at  OPIC  look  forward  to  using  our  unique  role  and 
innovative  capabilities  to  advance  our  national  interests. 

We  thank  you  for  your  past  support  and  look  forward  to  working  with  the  Congress  to  better 
assist  U.S  business. 

Thank  you.  I  will  be  pleased  to  respond  to  your  questions. 
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Mr.  Chairman  and  members  of  the  subcommittee,  my  name  is  ^^illiam  Trammell.  I  am  Vice 
President,  Project  Finance  at  Fluor  Daniel.  I  also  chair  the  Export  Finance  Working  Group  at 
the  National  Association  of  Manuftctuien. 

I  am  pleased  to  be  here  today  to  discuss  the  issue  of  greater  support  for  capital  projects  under 
the  U.S.  foreign  aid  program.  We  believe  this  is  a  very  important  issue  for  this  Subcommittee 
to  examine  not  only  in  terms  of  the  developmental  needs  of  the  countries  receiving  U.S.  aid  but 
also  from  the  standpoint  of  U.S.  export  interests. 

In  your  letter  of  invitation,  you  essentially  asked  me  to  focus  on  the  latter  topic  (e.g.,  U.S. 
exports),  which  is  what  I  will  do.  I  do  want  to  emphasize,  however,  that  increased  capital 
project  support  has  significant  implications  for  the  development  needs  of  countries  throughout 
Asia,  Africa  and  Latin  America,  especially  in  light  of  the  rapid  urbanization  taking  place  in 
many  parts  of  the  world. 
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Tuniing  to  the  importance  of  thii  issue  from  the  standpoint  of  U.S.  exports,  NAM  has  recently 
published  a  report,  Report  Financing:  A  Key  to  U.S.  Export  Success,  which  helps  illustFata  (he 
importance  to  the  U.S.  economy,  and  to  U.S.  workers  of  winning  the  competition  for  nuyor 
capital  projects  overseas.   I  am  submitting  a  copy  of  this  report  for  the  reoord. 

The  competition  fv  capital  projects  in  the  developing  world  is  fierce  and  export  financing  can 
be  the  critical  factor  in  successfully  comp^ing  for  such  prefects.  The  amount  of  potential 
business  involved  here  is  enormous  and  the  U.S.  has  been  complacently  watching  this  business 
go  to  our  oversees  competitors. 

1  would  call  the  Subcommittee's  attention  to  the  estimate  in  NAM'S  report  (page  22)  that  $12 
billion  in  financed  telecommunications  systems  will  be  re<iulTed  by  developing  countries  this 
year.  A  new  report  by  the  Agency  for  International  Development  (AID)  estimates  that  the 
demand  for  electrical  power  equipment  and  service  in  South  East  Asia  alone  will  reach  $20 
billion  by  the  mid-1990s.  The  U.S.  is  not  well  positioned  to  take  advantage  of  these  export 
opportunities. 

U.S.  firms  today  rely  on  various  commercial  and  governmental  sources  of  financing  for  these 
projects.  The  Eximbank,  of  course,  is  the  most  Important  source  in  terms  of  govemmcotal 
support.  Unlike  most  other  industrial  nations,  the  U.S.  foreign  aid  program  Is  not  a  mi^jor 
source  of  capital  project  support.  Under  AID,  such  support  has  dramatically  declined  over  the 
last  decade. 
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Other  major  industrial  nations  offer  aid  funding  for  capital  projects.  This  highly  concessional 
funding  is  usually  linked  to  the  procurement  of  goods  and  services  from  the  donor  natioa~ia 
other  words,  tied  aid.  In  1992,  the  m^or  industrial  nations  through  the  Organization  for 
Economic  Cooperation  and  Development  (OECD)  excluded  a  tied  aid  agreement  intended  to 
restrict  trade  distorting  practices  in  this  area.  It  is  important  to  realize  that  this  agreement  has 
not  made  the  problem  disappear,  or  alleviated  the  need  for  a  clear  U.S.  stratqjy  in  this  ana  to 
increase  support  for  devdopmeotally  sound  capital  projects.  A  strategy  is  needed  and  that 
stra'iegy  should  be  twofold. 

First  it  must  aim  at  enforcing  the  OECD  agreement  and  making  sure  that  future  aid  projects 
meet  the  new  rules.  The  Eximbank  has  made  a  commitment  to  use  its  tied  aid  'war  chest'  for 
policing  the  agreement.  Early,  aggressive  enforcement  action  is  necessary  for  maintaining  the 
OECD's  new  rules  on  tied  aid. 

Second,  and  this  is  what  is  most  relevant  for  this  Subcommittee,  the  U.S.  Government  must 
develop  a  coherent  plan  to  support  capital  projects  that  are  still  allowed  under  the  OECD 
agreement.  Examples  of  such  projects  would  include  subway  and  other  transportation  systems, 
power  plants,  telecommunication,  and  environmental  cleanup.  I  hardly  need  to  point  out  to  this 
Subcommittee  that  such  projects  direcUy  meet  the  developmental  needs  of  many  countries  that 
now  receive  U.S.  foreign  aid. 

Tne  support  of  devclopmentally  sound  capital  projects,  which  require  significant  exportable 
content,  would  be  an  obvious  area  for  tiie  involvement  of  bilateral  foreign  aid  programs  of  the 
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AID.  AID,  however,  has  not  been  able  to  organize  itself  for  such  involvement.  It  has  virtually 
abandoned  capital  project  assistance.  In  the  mid-1980s,  almost  20  percent  of  AID'S  budget 
supported  capital  projecu.  Today,  that  figure  is  about  5  percent. 

In  Italy  and  Japan,  almost  SO  percent  of  their  foreign  aid  goes  to  c^tal  project  support.  Id 
Germany  and  the  United  Kingdom  about  30  percent  is  used  for  this  purpose.  These  nations 
clearly  see  ci^ital  prqect  support  as  important  for  the  developmoital  needs  of  the  redpieot 
nation  but  also  in  their  own  best  commercial  interests. 

A  real  case  can  be  made,  I  believe,  that  the  decline  in  capital  project  support  has  been  a  mistake 
from  a  developmental  standpoint.  It  certainly  has  been  a  mistake  in  terms  of  U.S.  economic 
interests.  The  time  has  come  to  fix  this  problem  by  1)  increasing  support  for  developmentally 
sound  capital  projects  under  the  U.S.  foreign  aid  program  and  2)  shifting  the  administration  of 
such  a  program  out  of  AID  to  the  Trade  Development  Agency  (TDA). 

TDA  is  a  lean,  efficient  organization  which  is  capable  of  taking  on  this  assignment.  TDA  has 
a  well  established  reputation  of  lev'eraging  a  small  amount  of  funds  to  the  great  advantage  of 
U.S.  exports.  It  could  do  the  same  in  the  capital  project  area.  We  would  like  to  see  TDA 
authority  expanded  so  that  it  would  have  the  flexibility  to  support  developmentally  sound  capital 
projects. 

Let  me  try  to  tie  this  discussion  together  with  a  specific  example  of  a  project  in  Lithuania  which 
is  currently  under  development  This  project  is  the  building  of  an  oil  terminal  and  a  pipeline 
linking  this  terminal  to  an  existing  refinery. 
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Traditionally.  Lithuania  received  crude  oil  from  Russia,  used  its  refinery  to  process  this  oil,  and 
then  used  the  refined  products  to  satisfy  needs  for  transportation  fuels,  heating  oil.  and  fuel  to 
generate  power.  This  winter,  supplies  of  crude  oil  were  unavailable  from  Russia  and  due  to  the 
lack  of  a  terminal,  there  was  no  way  to  import  oil  from  other  sources.  Thus,  many  Lithuanians 
had  little  heat  or  hot  water  (a  product  of  power  generation)  this  winter. 

Lithuania  cannot  borrow  significant  amounts  of  money  from  Eximbank  or  commercial  banks  to 
build  this  terminal.  For  at  least  part  of  the  prqject,  it  is  going  to  need  development  assistance. 
This  would  be  exactly  the  type  of  capital  project  which  a  TDA  with  expanded  authority  could 
usefully  support  We  would  be  meeting  the  critical  infrastructure  needs  of  a  nation  attempting 
to  move  toward  a  market  economy  and  a  democratic  political  system.  We  also  would  be 
generating  U.S.  exports  and  supporting  American  jobs. 

In  regard  to  the  last  point,  I  would  call  the  Subcommittee's  attention  to  the  fact  that  capital 
projects  generate  exports  not  only  from  the  initial  sales  but  also  from  follow-on  business  in 
services  and  spare  parts  which  require  little  or  no  on-going  bilatei^  financing  support.  Over 
the  15-20  year  operaung  life  of  a  project,  this  follow-on  business  can  amount  to  10-15  percent 
of  the  ori^iial  sales  price  <>^rt^  y<^ar  and  is  an  enormously  important,  although  largely 
unrecognized,  aspect  of  U.S.  export  performance. 

NAM  believes  that  TDA  has  the  established  ability  to  manage  a  capital  projects  program 
effectively  and  that  such  a  program  would  significantly  benefit  not  only  the  needs  of  developing 
nations  receiving  U.S.  foreign  aid  but  also  U.S.  export  potential.  We  would  like  to  see  a  total 
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program  of  $1  billion  for  capital  project  support.  And  we  would  like  to  see  this  Subconunittee 
provide  TDA  with  expanded  and  flexible  authority  to  take  oo  this  assignment. 

'  Whatever  money  Is  used  for  capital  project  assistance  should  come  out  of  existing  foreign  aid 
funding,  notably  in  the  cash  transfer  area,  and  not  involve  new  budget  expenditures.  No  funding 
for  basic  human  needs  programs  should  be  used  for  ctpital  project  support.  In  other  words,  let's 
start  substituting  capital  project  support  for  the  checks  now  sent  to  foreign  governments  under 
our  cash  transfer  prognun.  This  will  do  a  lot  more  for  economic  development  in  the  countries 
receiving  our  aid  and  it  sure  will  do  more  to  help  support  U.S.  jobs  by  filling  in  gaps  in  the 
current  export  su(^>ort  system  is  this  country. 

Thank  you,  Mr.  Chairman,  for  this  opportunity  to  address  the  Subcommittee  and  I  will  be  glad 
to  answer  any  questions. 
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Mr.  Chairman  and  Members  of  the  Subcommittee:  My  name  is  John  Hardy  and  I  am  Director 
of  Corporate  De\  elopment  and  Finance  for  Brown  &  Root,  Inc.  Brown  &  Root  is  one  of  the 
largest  international  engineering  and  construction  companies  in  the  world.  A  wholly  owned 
subsidiary  of  the  Halliburton  Co.,  Brown  &  Root  employs  over  50,000  employees  and  last  year 
had  revenues  of  approximately  $3.8  billion,  serving  diverse  industrial  companies  and  government 
clients  in  approximately  60  countries  around  the  world. 

During  the  last  twelve  years,  T  have  worked  in  close  association  with  our  bilateral  aid  program: 
six  years  as  the  Deputy  Director  of  the  Trade  and  Development  Program  (now  Trade  and 
Development  Agency),  during  which  time  I  was  also  the  Acting  Director  for  two  years,  and  over 
two  years  in  the  Agency  for  International  Development  (A.I.D.),  before  joining  Brown  &  Root 
four  years  ago. 
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I  am  here  today  on  behalf  of  the  Coalition  for  Employment  through  Exports  (CEE).  A  broad- 
based  coalition  of  American  exporters,  labor  unions,  and  state  governors,  CEE  was  organized 
in  1981  to  promote  U.S.  exports  and  employment  (members  listed  on  Attachment  A).  Since  that 
time,  CEE  has  pioneered  efforts  to  increase  awareness  of  this  linkage  and  to  promote  competitive 
export  finance  programs  to  help  U.S.  companies  compete  in  international  markets. 

The  Coalition  recognizes  your  efforts,  Mr.  Chairman,  and  those  of  the  Subcommittee,  on  the 
Jobs  Through  Exports  Act  of  1992.  Under  your  leadership,  the  bill  was  introduced  and 
subsequently  signed  into  law  late  last  year.  The  legislation  addresses  the  importance  of  exports 
and  their  benefits  to  the  U.S.  economy  and  employment.  It  expands  the  Trade  and  Development 
Agency  (TDA),  reauthorizes  the  Overseas  Private  Lnvestment  Corporation  (OPIC),  and  directs 
A.I.D.  to  set  up  a  capital  projects  program.  CEE  was  a  strong  advocate  of  your  bill  and  we 
commend  you  for  your  foresight  and  persistence  bi  the  enactment  of  the  legislation. 

The  Coalition  appreciates  this  opportunity  to  appear  before  the  Subcommittee  to  discuss  reforms 
in  the  U.S.  foreign  economic  assistance  program  and  would  like  to  concentrate  on  the  role  U.S. 
economic  and  commercial  interests  should  play  in  a  revitalized  foreign  aid  program. 

CEE  belieres  that  there  is  a  critical  gap  in  the  U.S.  foreigo  assistance  program  -  the  absence 
of  any  program  for  rmancing  major  capital  projects  in  the  developing  world.  In  every  other 
major  foreign  "aid  program,  capital  projects  rq)resent  a  major  component  of  the  assistance 
provided  -  improving  infrastructure  of  the  developing  country  and  providing  benefits  to  the  donor 
country  in  terms  of  increased  exports  and  employment.   Such  a  program  would  create  export 
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opportunities  for  U.S.  Hrms  by  enabling  them  to  compete  on  even  tenns  with  capital  project 
funding  provided  by  foreign  governments.  Hie  CoalHIott  supports  the  establishment  of  a 
capital  projects  program  as  a  "second  window"  in  the  Trade  and  Derelopment  Agency. 
Under  TDA's  guidance,  this  program  could  balance  sound  devdopmental  objectives  and 
simultaneously  promote  and  support  high  value-added  jobs  in  the  United  States. 

The  Gap  in  U.S.  Foreign  Economic  Assistance  Programs 

Foreign  aid  in  the  post  World  War  II  era  has  played  a  vital  and  meaningful  role  in  the  conduct 
of  American  foreign  policy.  It  has  been  a  reflection  of  the  generositj-,  concern  and  humanitarian 
spirit  of  the  American  people,  in  reaching  out  to  the  poorer  and  less  advantaged  people  around 
the  world,  to  assist  them  in  their  efforts  to  improve  their  economic  well  being. 

Foreign  aid  throughout  this  period  has  also  beer  a  significant  clement  in  the  maintenance  of  U.S. 
security  considerations.  It  has  often  served  as  a  tangible  reflection  of  U.S.  conimitments, 
cementing  relationships  promoted  for  political  and  military  reasons. 

What  has  not  been  reflected  in  the  U.S.  foreign  aid  program,  contrary  to  the  aid  program  of 
virtually  every  oO'.er  developed  country,  is  any  recognition  that  domestic  economic  and 
commercial  well  being  and  foreign  economic  assistance  objectives  are  mutually  supportive. 

The  most  Important  contribution  the  U.S.  can  malce  to  economic  progress  in  developing 
countries  lies  in  our  own  growth  and  economic  vitality.  A  strong  U.S.  economy  generates 
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increased  markets  for  developing  country  exports.  The  greater  the  trading  relationship  the 
U.S.  has  with  countries  that  are  developing,  the  more  robust  their  economies  will  be  and  the 
more  quickly  they  will  grow. 

What  has  also  not  been  reflected  in  our  foreign  aid  program  is  a  recognition  that  aid  funds  are 
uniquely  able  to  assist  both  sides  of  this  economic  equation  •  strengthening  high  value  jobs  and 
export  competitiveness  in  the  United  States  while  supporting  critical  infrastructure  projects 
necessary  to  the  economic  expansion  of  so  many  developing  countries.  For  our  export 
competitors,  the  promotion  of  business  and  development  through  their  bilateral  development 
assistance  programs  is  inextricably  tied. 

Our  economic  assistance  program  has  minimized  the  commercial  benefits  accruing  to  the  U.S. 
economy  from  critical  developing  country  markets.  Moreover,  our  foreign  aid  progran.  has 
specifically  neglected  U.S.  commercial  interests  in  addressing  the  physical  infrastruciure  needs 
of  developing  countries.  The  result  is  that  U.S.  firms  have  been  disadva.'-.taged  by  our 
competitors  using  their  government's  aid  programs  to  capture  important  projects  and  proceci  hig.'i 
value  jobs  which  fifteen  years  ago  would  have  been  American. 

The  premises  underlying  our  aid  program  have  l)een  and  are  out  of  balance.  U.S.  economic 
assistance  must  become  part  of  the  U.S.  response  to  changing  economic  interests  around  the 
world.  The  context  for  foreign  aid  is  changing  and  concerns  about  U.S.  economic 
competitiveness  are  mounting.  An  American  forrign  assistance  program  which  will  compete  on 
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an  equal  footing  for  major  capital  projects  in  the  developing  world  will  better  assist  and  support 
a  strong  foreign  policy  and  maintain  a  prominent  position  for  the  U.S.  internationally. 

"Hie  U.S.  cannot  afTord  a  foreign  assistance  program  which  so  readOy  neglects  U.S. 
ecoDomic  hiterests.  U.S.  economic  assistance  must  be  restructured  to  give  appropriate  weight 
to  U.S.  economic  interests  as  well  as  balance  important  humanitarian  and  security  considerations. 
The  other  two  considerations  need  not  be  compromised  in  order  that  U.S.  commercial  interests 
arc  recognized  and  supported. 

Nwd  for  Infrastructure  Funding  in  our  Foreign  Economic  Assistance  Program 

There  are  two  key  reasons  why  we  need  infrastructure  funding  in  our  foreign  assista-icc  program. 
The  Hrst  reason  is  that  it  would  respond  to  important  developmental  needs  which  are  not 
now  being  addressed  bj  the  existing  foreign  economic  assistance  program.  Adequate  power, 
telecommunications  systems,  rai!  sj-sfcms,  airports  and  road  systems,  water  supply  and 
sewerage  systems,  and  the  like,  are  all  in  critical  need  in  the  developing  world.  The  absence 
of  basic  physical  infrastructure  is  constraining  the  capability  of  these  countries  to  grow. 
They  cannot  develop  if  they  lack  power  with  which  to  manufacture  goods  and  keep  the  lights  on 
in  the  workplace,  or  if  buyers  cannot  communicate  with  sellers.  They  cannot  export  if  they  lack 
airfields  and  ports  to  physically  move  their  goods  out  of  the  country. 

There  has  been  a  steady  decrease  in  the  allocation  of  economic  assistance  funds  to 
infrastructure  projects  over  the  past  decade  -  from  $1  billion  in  1984  (20  percent  of  the 
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A.I.D.  budset)  to  the  current  antkipated  kvel  of  $360  million  in  1993  (5  percent),  despite 
some  increases  in  the  budget. 

A.I.D.  has  consistently  sought  to  minimize  the  use  of  economic  assistance  funds  for  infrastructure 
projects,  restricting  such  funding  essentially  to  Egypt,  where  Economic  Support  Funds  (ESF)  arc 
so  plentiful  that  they  cannot  be  obligated  without  resort  to  the  Ainding  of  a  few  such  projects. 
Even  though  infrastructure  project  fiinding  is  permissible  in  our  aid  program,  the  "New 
Directions"  mandate  of  the  early  1970's  has  led  our  bilateral  aid  program  away  from  capital 
projects.   A.I.D.  no  longer  considers  infrastructure  projects  a  development  priority. 

Etpd  in  Eastern  Europe,  where  the  developmental  needs  of  the  region  particular!}  lend 
themselves  to  infrastructure  project  lending,  A.I.D.  caiuiot  bring  itself  to  embrace  the 
concept.  Eastern  Europe  is  not  the  developing  world.  It  is  a  region  in  a  40  year  time  warp, 
with  countries  as  sophisticated  in  the  I940's  as  their  Western  European  counte.-parts, 
economically  frozen  in  time,  with  no  new  infrastructure  or  technological  develop.-nent  sb.ce  tlie 
Coir.manists  took  control.  The  radical  politicaJ  transformation  of  the  region  opened  up  not  only 
their  political  systems,  but  also  their  economies,  instantly  creating  brand  new  markets  which  in 
turn  were  quickly  to  be  shaped  and  captured  by  the  first  firms  that  aggressively  assisted  these 
countries. 

If  ever  there  was  an  opportunity  for  an  assistance  program  led  by  the  business  community,  this 
was  it.  Yet,  the  U.S.  aid  program  has  virtually  ignored  major  infrastructure  projects  and  instead 
generated  numerous  small  scale  initiatives  -  studies,  short  term  technical  assistance,  small  pilot 
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projects,  etc.  While  most  are  hdpful  to  these  countries,  the  overall  impact  is  disjointed, 
politically  of  little  visibility  and  commercially  of  relatively  modest  benefit  to  U.S.  firms.  Rather 
than  working  with  and  enlisting  the  support  of  the  business  community,  A.I.D.  has  generated  its 
programs  in  isolation,  according  to  its  own  definition  of  what  assistance  these  countries  need. 

Our  trade  competitors  have  been  more  aggressive  In  taking  steps  to  provide  economic 
assistance  that  helps  the  reclpieot  countries  while  additiooally  helping  their  finns  shape 
these  new  mark^  so  that  they  can  receive  maximum  benefit  from  these  new  commercial 
opportunities.  For  too  many  American  firms,  their  foreign  competition  is  utilizin|  their 
country's  aid  to  establish  themselves  in  these  new  markets  and  in  so  doing,  establish  standards 
and  equipment  specifications  for  these  markets  which  will  leave  American  firms  with 
longstanding  competitive  disadvantages. 

But  A.I.D. 's  nanow  definition  of  what  constitutes  developraait  is  not  followed  b>  other 
developed  countries.  In  every  other  major  aid  program,  capital  projects  represent  a  major 
component  of  the  assistance  provided.  For  example,  in  1991.  well  over  half  the  Japa.'-.ese  and 
Italian  aid  programs  supported  capital  projects.  That  same  year,  over  one  third  of  the  German 
and  U.K.  programs  were  devoted  to  infrastructure  projects.  To  pursue  thes?  projects,  these 
programs  prominently  feature  capital  projects  funds  which  aggressively  pursue  major  projects 
where  they  have  both  a  positive  developmental  impact  on  the  host  country  as  well  as  represent 
significant  export  markets  for  the  firms  from  the  country  providing  the  assistance. 
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As  a  recent  study  of  this  issue  funded  by  A.I.D.  stated,  '...there  are  fundamental  differences 
between  the  strat^es  of  the  U.S.  government  and  other  ma^ot  industrialized  countries.  . .  .Only 
the  United  States  lacks  aprqject  finance  facility  devoted  to  promoting  business  and  development 
objectives  -  a  factor  which  has  important  ramifications  not  only  for  the  developing  countries  in 
which  A.I.D.  woiics,  but  also  for  U.S.  competitiveness  and  long-term  trade  benefits. "'  It  is  this 
"gap"  in  our  foreign  assistance  programs  that  disadvantage  U.S.  business  overseas  and  ve 
urge  this  Subcommittee  to  work  to  rectify  this  probleoi. 

The  existence  of  this  gap  in  our  aid  program,  as  made  clear  in  Attachment  B,  underscores  how 
difficult  it  is  for  A.I.D.  to  be  responsive  to  U.S.  commercial  interests.  A.I.D.  cannot  make  this 
transformation  itself.  Instead,  what  is  necessary  is  legislation  enunciating  a  more  balanced  set 
of  premises  underlying  our  approach  to  economic  assistance  -  enabling  the  U.S.  to  provide 
significant  and  meaningful  assistance  U>  the  developing  world  while  promoting  high  value  U.S. 
jobs  and  U.S.  competitiveness  overseas. 

A  second  reason  for  including  significant  infrastructure  funding  in  the  U.S.  economic 
assistance  program  is  that  it  serves  the  national  economic  interest  of  the  country  -  first,  by 
promoting  the  growth  of  strong  trading  relationships  between  ourselves  and  developing 
countries,  and  secondly,  by  promoting  and  supporting  high  value-added  jobs  in  the  United 
States. 


'"The  Feanbility  of  Using  Credit  to  Finance  Capital  Project!,*  Coopers  &  Lybrand.  Private 
EntfrpriJc  Dtvelcpment  Support  Project  II,  AID  p  24.,  May  II,  1992.   (See  Atwchmcnt  B) 
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The  need  for  infrastructure  expansion  and  upgrade  is  perticularly  acute  among  those  more 
advanced  developing  countries  which  are  important  comniercial  and  strat^ic  partners  of  the 
United  States.  Many  of  these  countries  indeed  prefer  assistance  in  the  form  of  capital  equipment 
and  "high-tech"  technical  assistance,  as  A.I.D.  itself  has  admitted  in  testimony  before  the 
Congress.' 

Our  government  needs  to  promote  the  expansion  of  trading  relationships  with  these  countries. 
Instead,  A.I.D.  "graduates"  them,  just  as  their  economies  are  beginning  to  take  off.  We  as  a 
country,  arc  reducing  the  breadth  of  our  economic  and  commercial  relationship  with  these 
countries  precisely  at  the  time  when  their  markets  are  creating  more  opportunities  for  Americans 
to  benefit  commercially  and  when  their  economic  well  being  makes  them  more  important  to  the 
United  States  strategically. 

Our  trade  comperitors  recognize  the  value  of  these  trading  relationships  ar.d  use  their  economic 
assistance  programs  to  promote  their  trading  interests.  Seventy  percent  of  the  Japanese  aid 
program  is  concentrated  in  Asia,  where  all  of  their  most  important  developing  country  rr.arke'iS 
are  located.  By  contrast,  one  percent  or  less  of  U.S.  economic  assistance  funding  goes  to  our 
top  developing  country  markets  (Mexico,  Korea.  Brazil,  Venezuela  and  China).  And  of  our  top 
eight  foreign  aid  recipients  in  FY  1991 ,  (each  having  combLied  ESF and  Development  As.<iistance 
of  approximately  $1{X)  million  or  more),  only  one  Israel  -  was  among  our  top  25  trading 
partners  (24th)  for  that  year. 


-Statement  of  Reginald  J  Bro»-n,  Assisunt  Administxalor  for  Program  and  Policy  Coordination, 
AID,  before  the  Foreign  Operations  Subconumttcc  of  the  Appropriations  Committee,  US  Houm  of 
ReprcsenUtivcs,   March  21,  1990. 
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The  contrast  between  the  country  allocation  priorities  of  our  economic  assistance  program  and 
those  of  other  countries  is  striking.  It  underscores  the  absolute  lack  of  consideration  given  to 
enhancing  our  trading  relationships  through  our  foreign  economic  assistance  program  <  for  either 
our  own  economic  benefit  or  that  of  our  trading  partners  -  even  though  it  is  in  our  overall 
strategic  interest  to  strengthen  these  ties.  Instead  of  merely  severing  our  assistance  relationship 
as  these  countries  reach  a  certain  per  capita  growth,  we  need  to  be  restructuring  our  economic 
relations  so  that  they  are  of  greater  mutual  benefit  •  and  assistance  in  infrastructure  development 
is  an  important  element  in  that  process. 

The  other  way  hi  which  significant  infrastructure  funding  would  serve  the  national  economic 
interest  of  the  country  is  by  supporting  high  value-added  American  jobs.  Ail  of  our  trading 
competitors  use  their  aid  programs  to  promote  their  economic  interests.  Why  does  the  United 
States  insist  on  a  foreign  aid  program  that  minimizes  the  benefit  to  American  workers  when  our 
trading  competitors  have  recognized  that  they  can  help  their  own  workers  and  their  own  exporters 
while  simultaneously  helping  developing  countries  build  needed  infrasiracture? 

We  should  not;  in  fact,  we  should  insist  on  the  opposite.  We  should  have  an  economic 
assistance  program  that  helps  U.S.  workers  and  provides  jobs  while  assisting  the  developing 
world.  Doing  well  in  these  markets  while  providing  these  important  developmental  benetits 
would  significantly  increase  exports  of  capital  equipment  and  services,  create  new  high-value  jobs 
domestically,  and  contribute  to  a  reduction  in  the  trade  deficit. 
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Over  the  last  15  years,  the  developing  world,  particularly  the  middle  income  developing 
countries,  has  come  to  represent  a  very  significant  export  market  for  the  United  States.  More 
fundamentally,  the  middle  income  developing  countries,  with  growth  rates  averaging  several 
times  higher  than  those  of  our  domestic  market,  are  the  frontline  markets  for  critical  high  tech 
industries  -  such  as  power  generation,  the  telecommunications  sector  and  those  industries  in  much 
of  the  transportation  sector.  Conceptually,  the  firms  that  establish  themselves  in  these 
markets  generate  the  revenues  with  which  to  continue  to  make  technological  improvements 
which,  In  turn,  give  them  an  advantage  in  competing  for  opportunities  in  the  developed 
country  markets. 

U.S.  dominance  in  these  sectors  in  the  international  marketplace,  so  evident  in  the  l950's,  1960's 
and  early  I970's,  has  steadily  eroded  since  then,  due  to  the  inability  of  American  firms  to 
corr.p)etc  successfully  in  these  developing  country  markets.  This  has  led  to  a  significa.'^t  loss  in 
U.S.  market  share  in  these  industries,  and,  in  turn,  to  a  loss  of  much  of  the  U.S.' s  technological 
sujxhonty. 

U.S.  firms  have  had  such  difficulty  largely  because  of  the  "uneven  playing  field"  phenomenon. 
Our  foreign  competitors  have  been  able  to  draw  upon  the  support  of  their  governments  to  create 
subsidized  financing,  mixing  funds  from  their  aid  programs  at  concessional  rates  with  export 
credit  financing  from  their  version  of  the  Export-Import  Bank  (".mxed  credits"),  through  tied  aid 
and  other  go\ernment  programs  such  as  free  or  heavily  subsidized  feasibility  studies  and 
corceptua]  engineering,  to  provide  preferred  positions  for  their  firms.  These  efforts  have  been 
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highly  successful  and  placed  American  firms  throughout  this  period  at  a  significant  competitive 
disadvantage. 

While  effom  have  been  made  to  bring  these  practices  under  control,  two  points  should  be  noted. 
First,  where  governments  are  actively  prqnred  to  support  the  commercial  interests  of  their  own 
country's  firms,  recognizing  the  beneficial  impact  on  employment  and  their  balance  of  trade,  new 
mechanisms  will  constantly  be  developed  to  continue  to  provide  an  advantage  to  their  firms.  This 
is  unfortunate  news  for  American  firms  whose  government  has  been  unwilling  to  grasp  the 
gravity  of  the  situation  and  proactively  support  U.S.  firms  overseas. 

Secondly,  no  effort  has  yet  been  made  to  arrive  at  any  international  consensus  regarding  the 
appropriate  purposes  to  which  economic  assistance  funding  should  be  allocated.  Accordingly, 
the  uawillingness  of  the  United  States  to  allocate  funds  to  support  infrastructure  projects 
has  placed  American  Hrms  at  a  considerable  disadvantage,  since  economic  assistance 
funding  ser>es  as  a  continuing  means  by  which  governments  of  our  foreign  competitors 
continue  to  advantage  their  rirms.  A  restructured  and  reformed  economic  assistance  program, 
in  which  the  interests  of  U.S.  workers  is  taken  into  account,  would  serve  to  significantly  redress 
this  imbalance,  and  allow  American  firms  to  once  again  compete  on  the  basis  of  quality  and 
technological  prowess. 

Two  other  considerations  support  the  restructuring  of  U.  S.  economic  assistance.  Capital 
projects  funding  can  be  established  without  sacrificing  either  humanitarian  assistance  or 
critical  security  needs.  A  significant  portion  of  our  foreign  aid  is  provided  \n  the  form  of 
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cash  transfers,  checks  written  on  the  U.S.  Treasury  tar  which  there  Is  no,  or  negligible, 
return  to  the  U.S.  economy.  Why  cannot  we  offer,  instead  of  diecks,  capital  projects  or 
critical  elements  ot  those  prqjects  as  our  trading  competitors  do?  The  security  objective  of 
financial  assistance  to  the  country  remains  the  same,  merely  the  form  changes. 

What  we  must  recognize  is  that  economic,  humanitarian  and  strategic  considerations  are 
compatible.  They  need  not  be  in  conflict  as  appears  to  be  the  case  now,  but  can  coexist  and  even 
be  mutually  supporting  if  there  is  the  recognition  that  each  of  these  objectives  is  a  priority. 

A  second  consideration  supporting  reform  of  the  aid  program  is  that  a  foreign  assistance 
program  which  Is  based  on  new  realities  and  is  perceived  to  benefit  U.S.  firms  and 
American  jobs  as  it  supports  deTelopmental  objectives  overseas,  will  generate  increased 
budgetary  support  which  wUI  arrest  the  erosion  in  the  overall  foreign  assistance  budget. 
It  has  become  quite  evident  over  the  last  decade  that  as  the  American  people  have  seen  fewer 
benefits  to  thie  U.S.  economy  from  our  foreign  aid  program,  the  support  for  these  programs  has 
dissipated.  Support  for  the  aid  program  has  become  harder  to  assemble  in  Congress, 
because  there  is  a  recognition  that  the  present  program,  the  program  developed  over  the 
Ia<;t  two  decades,  is  fundamentally  out  of  balance  with  the  economic  reality  confronted  by 
an  overwhelming  number  of  Americans. 

As  Americans  we  would  like  to  believe  that  the  U.S.  can  and  should  continue  to  support  the 
world's  poor,  continue  to  feed  and  assist  those  who  suffer  so  much  around  the  worid.  But  we 
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are  also  well  aware  that  Americans  are  struggling  to  make  ends  meet,  that  our  standard  of  living 
is  not  secure,  that  our  international  competitiveness  is  in  doubt,  and  that  we  can  no  longer 
support  an  aid  program  without  seeing  more  benefit  return  to  the  U.S.  economy.  A 
reformed  economic  assistance  program,  more  sensttive  to  the  geaeration  of  American  Jobs 
and  our  international  competitiyeness,  will  attract  the  support  necessary  for  its  continued 
expansion. 

A.I.D.  itself  admits  that  over  the  last  decade  the  portion  of  the  bilateral  aid  program  devoted  to 
capital  projects  has  steadily  decreased;  with  that  decrease,  ihefe  has  been  a  steady  loss  of 
engineering  capability  and  of  the  professionals  experienced  with  coital  projects.  Consequently, 
A.I.D.  now  lacks  the  base  of  skilled  and  experienced  people  to  technically  implement  a  capital 
projects  program. 

More  fundamentally,  A.I.D.  is  now  an  agency  culturally  attuned  to  developing  and  implementing 
the  Basic  Human  Needs  mandate  that  has  characterized  U.S.  foreign  assistance  since  the  1970$. 
Its  professionals  are  competent  and  hardworking,  and  there  is  a  high  level  of  commitment  on 
their  part  to  the  humanitarian  nature  of  those  programs.  Unfortunately,  though,  there  also  exists 
in  A.I.D.  a  visceral  reluctance  to  work  with  the  business  community,  as  if  infrastructure  projects 
somehow  taint  the  economic  assistance  effort.  This  attitude,  so  prevalent  among  the  career 
professionals,  makes  it  extremely  difficult  to  see  how  A.I.D.,  even  if  given  the  mandate,  could 
enthusiastically  carry  out  such  a  function. 
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CEE  Recommendatloas 

The  Coalitioa  believes  it  b  time  for  a  new  approach  and  strongly  urges  Congress  to  provide 
infrastructure  funding  through  a  second  window  in  the  Trade  and  Development  Agency 
(TDA)  which  already  has  a  dual  mandate  of  supporting  development  and  promoting 
American  exports.  Currently  TDA  funds  feasibility  studies  which  for  projects  which  arc  likely 
to  result  in  U.S.  exports.  A  second  window  at  TDA  would  fund  engineering  design  services, 
equipment  purchases,  and  project  implementation.  An  agency  responsible  for  implementing  part 
of  the  U.S.  foreign  economic  assistance  program,  TDA  is  lean,  highly  effective,  and  has  proven 
its  responsiveness,  flexibility  and  willingness  to  work  with  the  business  community  in  a  balanced 
effort  to  extend  development  assistance  while  promoting  the  competitiveness  of  U.S.  firms  in 
major  overseas  markets. 

CEE  believes  that  an  infrastructure  program  in  the  Trade  and  Development  Agency  makes  sense, 
that  it  will  be  more  efficient  in  its  use  of  government  fjnds,  and  that  it  will  better  achieve  the 
developmental  and  commercial  objectives  we  seek. 

The  Coalition  recognizes  that  this  would  be  a  significant  enlargement  of  TDA's  mandate.  We 

believe  that  the  Agency  has  been  well- managed  and  proven  itself  in  balancing  developmental  and 
U.S.  commercial  interests.  We  recognize  further  that  staffing  In  TDA  will  have  to  be 
increased,  but  believe  TDA  can  undertake  this  increased  responsibility  without  losing  its 
responsiveness  and  flexibility. 
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In  light  of  the  severely  constrained  budgetary  situation,  the  business  oonununity  recognizes  that 
even  under  a  reformed  aid  program  funds  allocated  to  infrastructure  prqects  cannot  match 
funding  directed  to  that  purpose  by  some  of  our  export  competitors,  most  notably  the  Japanese. 
CEE  proposes  a  total  budget  for  TDA  for  both  windows  of  $1  billion.  To  ensure  that  TDA 
has  maximum  flexibility,  we  believe  there  should  be  no  earmarks.  However,  for  purposes  of 
illustration,  the  $1  billion  level  might  be  allocated  as  follows:  $150  million  for  feasibility 
studies,  $150  million  for  engineering  design  services,  and  $700  million  for  capital  projects. 
With  funding  of  this  magnitude  devoted  to  infrastructure  projects,  significant  results  can  be 
achieved  if  used  to  leverage  other  available  funding  to  support  U.S.  participation  in  these 
projects. 

It  should  not  be  the  practice  of  this  funding,  as  has  been  traditional  in  A.I.D.,  to  finance  a 
project  entirely  from  U.S.  assistance  funds.  Rather,  TDA  should  leverage  the  funds  for 
developmentally  sound  projects  to  maximize  their  benefit  for  U.S.  exports,  both  in  terms  of 
assembling  the  financing  for  the  project  so  that  it  can  go  for^^'af  d  and  in  terms  of  maximizing  the 
U.S.  goods  and  services  employed  in  the  project.  Moreover,  the  program  needs  to  be  demand 
driven  like  the  existing  TDA  program,  rather  than  selected  by  the  government  agency,  as 
is  often  the  case  whh  A.I.D. 

Let  me  give  one  example.  Several  years  ago  A.I.D.  contributed  $190  million  to  a  $800  mUIion 
power  project  in  Egypt.  With  those  funds  a  prominent  U.S.  firm  was  selected  as  projea 
manager.  Their  presence  encouraged  the  Egyptians  to  award  other  parts  of  the  project  to  U.S. 
firms  with  the  result  that  the  project  generated  about  $500  million  in  U.S.  exports.    As 
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importantly,  the  American  project  manager  also  played  a  critical  role  in  assisting  the  Egyptian 
government  assemble  the  rest  of  the  financing  package  so  that  the  project  itself  could  go  forward. 
So  certainly  Infrastructure  fundkig.  properly  mauagcd,  caa  generate  nuuty  times  In  U.S. 
exports  the  amount  of  the  assistance  funds  aUocated  to  these  projects.  And  as  importantly, 
this  funding  can  assist  the  financial  packaging  of  these  developmental  projects  so  that  they  can 
move  from  the  drawing  board  to  providing  the  benefits  so  needed  by  the  developing  world. 

Mr.  Chairman,  you  are  to  be  congratulated  on  undertaking  this  effort  to  consider  reforms  to  the 
U.S.  foreign  aid  program.  It  has  long  been  an  important  element  in  American  foreign  policy, 
but  one  that  is  increasingly  out  of  balance.  To  undersctn^  one  fundamental  point  -  economic, 
huraanltariao  and  strategic  coosideratlons  are  indeed  compatible.  Tbey  form  the  basis  of 
every  other  significant  aid  program  but  ours  >  to  the  severe  detriment  of  U.S.  international 
economic  interests.  We  can  construct  an  economic  assistance  program  that  redresses  the 
present  imbalance  and  assists  U.S.  workers  and  high  ralue-added  jobs  in  the  United  States 
as  we  assist  our  new  trading  partners  to  develop.  Reallocation  of  resources  to  allow  for 
increased  infrastructure  funding  will  be  a  rn^or  step  in  that  direction.  On  behalf  of  C££, 
thank  you  for  the  opportunity  to  testify  before  you  today. 


Attachment  A:   List  of  CEE  Members 

Attachment  B:  "Project  Finance  Cycle,"  The  Feasibility  of  Using  Credit  to  Finance  Capital 
Projects, "  Coopers  &.  Lybrand,  Private  Enterprise  Development  Support  Project 
II,  A.I.D.,  p.  24. 
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LAffREMCB   YAMOVZTCK, 

THB   MZCROEMTERVRISB   COALITION 

Bafor*  tba 

HOUSE    8UBCOMNXTTBB    OM    eCOMONZC    POLZOY, 

TRADE    (   EHVIROMMBMT 

4   MAY   1993 

Mr  Gmirmnn,  members  of  the  Committee,  we  are  grateftil  for  the  inviution  you  extended 
to  the  Mieroemerprise  Coalition  to  testify  today  and  for  tho  strong  support  you  have  given 
to  microenteiprite  programs  over  the  years. 

1  am  the  Director  of  OovwTiment  Programs  fer  FINCA  where  I  oversee  AID  spontiored 
projects  in  five  l-otin  American  Countries.  I  am  also  the  Co-chair  of  tho  Microemerprise 
Coalition  which  is  comprised  of  23  PrK'atc  Voluntary  Organizotioiis  (PVOs).  The 
Coalition  recently  formed  to  promote  microenterprise  as  a  major  component  of  the  new 
Administration's  foreign  aid  program.  The  Coalition  has  provided  a  forum  to  resolve 
many  of  the  differences  between  PVOs  which  came  to  the  fore  in  previous  hearings  held 
by  this  Committee.  This  represents  an  important  aehiovomont  because  almost  all  of  the 
major  U.S.  PVOs  which  are  active  in  microontorpriso  parJcipato  in  the  Coalition.  Tho 
members  include  agencies  which  specialize  in  microenterprise  as  well  as  some  of  the  most 
important  leaders  in  the  fields  of  community  development,  health,  child  survival,  relief,  and 
refugee  accictanee 

Tlie  cuiiuiK)n  ine!»Mge  of  this  broad  range  of  nistilutions  is  thai  tnicrocnta  prise  urn  be  a 
powerful  tool  which  the  U.S.  can  use  to  fight  poverty  in  the  developing  world.  In  a  recent 
letter  to  President  Clinton,  the  Coalition  outlined  an  agenda  for  creating  a  Microenterprise 
Devdupmcnl  Fund  v/ithin  the  foreign  nssislnnce  program.  Foi  (he  record,  I  would  like  to 
submit  n  copy  of  ihc  kntcr  to  ific  President  which  indudcs  <t  list  of  the  Coalition  members. 
Tlie  Conliliuii  is  uuw  vy^uking  with  ilie  CIidIuii  Adniiiiikliiiliuii's  l*>t>k  Fuiwe  ui>  I'uieign 
Aid  Refoim,  and  they>re  receptive  to  the  concept  of  the  Fund 

Tlie  puipu.Nc  uf  ilic  KficioeiiieipiiNe  Develupiticm  Fund  wuuld  be  to  cjluly/c  the  giuwih 
of  sustainable  f.nancial  and  technical  support  institutions  which  sei  ve  the  self>vjnpluyvd 
poor  in  the  developing  world    These  institutions  would  help  to  democratize  the  financial 
seciois  ill  iccipiciii  couuliics,  opening  lliuii  lu  niillioub  ufixw  nuvcin  and  unUepieiieurii 
The  resources  of  the  Fund  would  be  leveraged  with  those  c;f  U  S.  PVOs,  olliei  duisoi 
nations,  inulti-laieial  development  banks,  private  invevlors,  local  governments  and  locf.l 
coiiurun:lies.   I'oi  every  $100  doll&i6  Jisburyvd  frvm  llw  Fund,  rcvipivnt  institutions  could 
jjcncratc  ah  average  ofinoro  ih.in  S500  in  loans  and  $100  in  local  saving.s  a>ei  five  )cui» 

In  my  testimony  today,  I  wilt  first  piovide  a  rationale  foi  a  major  l.^  S  initiative  in 
r.iicioenteipiise.  I  will  ilieii  leview  (he  cuirenl  AID  pivgiam.   I  will  -.^vncludc  with 
iccomniciKliili(.ii!s  fut  liuw  the  MJtrocnlu prise  Dcvelopmtm  Fund  might  function. 
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RAtion«le 

MicroenterpriM  is  a  cost  efFectiv*  approach  to  foreign  assistance  which  advances  both  the 
humanitarian  and  economic  interests  of  the  U.S.  There  is  no  greater  threat  to  global 
security  and  prosperity  than  the  explosive  growth  of  poverty  in  the  world  today. 
Developing  nations  sinking  under  the  weight  of  impoverished  populations  cannot  become 
viable  trading  pailners.  Environmental  degradation,  civil  conflict,  diseuse  and 
overpopulation  are  all  rooted  in  poverty.  The  world's  population  is  expected  to  double  in 
the  next  45  years    If  corrective  measures  are  not  taken,  more  than  90%  of  these  people 
vtill  be  bom  into  poor  families  in  the  developing  world. 

The  poor  in  the  developing  world  face  a  daunting  array  of  obstacles  to  breaking  out  of 
poverty.  The  vast  majority  docs  not  have  access  to  stable  employment  in  the  industrial 
sector  and  mu.st  therefore  turn  to  self-employment  in  the  informal  sector  or  the  "survival 
economy".  Microenterprises,  or  the  small  businesses  of  the  poor,  account  for  more  than 
50%  of  urban  cinployinciil  lii  iimny  developing  countries    Indtred,  the  self-employed  poor 
provide  a  critical  low-cost  souicc  foi  cicaiing  jobs  ftjr  oilier  members  of  their 
commuiiiiies    In  Latin  America,  current  studies  indicate  thai  the  average  cost  per  job 
crcntcd  is  under  $800  in  the  informal  sector  whereas  the  cost  in  the  industrial  sector 
ranges  from  $20.0OO-$30,000. 

Yet,  the  self-employed  poor  do  not  compete  on  a  level  jJlaying  field    In  the  developing 
world,  larger  private  and  state  industries  dominate  the  access  to  markets,  raw  maicriaU 
and  capital    CuUuial  and  poliiiciil  coiiditiuiib  utlui  prcvcm  the  poor,  panicularly  women, 
from  pursuing  their  business  opportunities 

Oi>e  of  the  most  sniie.ii  problems  i::iciuciilupiises  face  is  a  lack  cf  access  10  capital  at 
coniiiiciwal  tatcb.  Since  baiJdiig  s>sicins  in  deveh)pirig  countries  do  not  provide  services 
lo  the  poor,  microcntrcprcncurs  nivist  turn  to  Informal  cicJli  .souico  oi  "incuieylenders" 
for  capital.    The  iiuere.<.i  laics  thai  iliey  must  pay  are  many  times  greater  than  the  locfti 
comncrcial  rate    A  street  vendor  in  Manngiiu,  Nairobi  or  New  Dellii  will  typically  pay 
10%  inteiesl/^tv  Juy  on  a  lonii  fioni  n  moneylender.  The  result  is  thai  large  portions  of 
the  income  cnmcd  by  microcnirepreneurs  aic  siphoned  ofTby  these  middlemen,  who  help 
to  keep  poor  producers  trapped  in  poverty 

U.S.  PVOs,  credit  unions  mid  lucul  non-govcrnmcmal  organizations  (NGOs)  have  taken 
ihc  lend  In  fil!in,ti  (lie  v<tLi:iim  IcA  by  ilie  banking  sector    '1  hese  organi?:ailons  have  created 
specialized  lending  institutions  which  use  credit  delivery  arid  .savings  systems  that  arc 
tailored  to  the  needs  of  the  pooi.   They  of\en  couple  these  services  with  assistance  in 
marketing,  business  skills  li  itinirig  and  technolog)'  transfer    Many  of  these  ipstiimioiis  ^lC 
structured  to  sustain  their  operations  through  interest  income.   Since  llie  programs  draw 
on  strong  community  participation  in  the  organization  of  the  lending  systems,  the 
repayment  rates  aic  veiy  high  (95-99%). 
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These  specialized  lending  institutions  have  often  succeeded  in  substAntially  increasing  the 
income  of  their  borrowers,  enabling  them  to  improve  the  quality  of  life  of  their  families.  In 
one  AID  poverty  lending  program  in  El  Salvador,  90%  of  survo'cd  borrowers  doubled 
their  weekly  food  purchases  after  one  year  of  program  participation  Borrowers  are  more 
receptive  to  health,  family  planning,  environmental  and  other  social  messages  once  they 
have  greater  financial  security. 

Since  microcntcrprisc  programs  ore  based  on  productive  investment  instead  of  charity,  the 
resources  arc  recycled  to  assist  more  and  more  poor  families    In  the  PA  Solvador  program, 
the  SI  .3  million  portfolio  will  rotate  in  five  years  to  generate  at  least  $3  million  in  local 
savings  and  $18,000,000  in  loans.  The  most  successftil  microenterpri.se  programs  also  use 
a  variety  of  financial  instruments  to  access  commercial  sector  funds    Hence,  the  capacity 
of  these  organizations  to  rotote  resources  and  leverage  capital  fVom  rormul  financial 
institutions  multiplies  the  original  investment  many  times  over. 

Microenteiprise  development  thus  uITeis  a  cusl*eflective  grassroots  strategy  which  the 
U.S.  can  use  in  order  to  reduce  poverty  and  foster  greater  economic  pluralism  in  the 
developing  world.  Microenterprise  is  also  gaining  incic^i^ing  public  <illeiitioii  as  one  form 
of  foreign  aid  which  merits  U.S  suppon.  In  the  words  of  one  Scimloi,  "Tlli^  h  die  kind  of 
fuieigii  iiiU  that  we  can  sell  to  the  American  people". 

Current  AID  Program 

Since  AID  lia^  been  focused  during  the  last  twelve  years  on  Idrge-.scate  privaic  sector 
development,  it  has  not  placed  a  priority  on  microenterprise.  As  a  result,  the  number  of 
borrowers  which  AID's  microenterprise  program  reaches  remains  relatively  small    In  its 
FY  1991  repon  to  Congress.  AID  Indicated  that  it  made  67.000  luuii»  with  its  enilre 
micruenierpiise  punrulivt.  PRODEM,  a  leading  microenterprise  institution  in  Dolivia, 
made  over  52,000  loans  in  that  one  country  during  the  same  period 

Moreover,  the  AID  program  has  hiui  dimuiliy  in  uicetiiig  Cuiitjic»siuiial  diiwiivus  iv 
allocate  a  significant  portion  of  its  puilfoliu  to  lo<iii»  bcluw  S300.  In  FY  91,  AID  n)adc 
some  progress  and  generated  39,000  loans  at  an  average  size  of  SI  28    These  loans, 
however,  represent  ontyl2%  of  the  capital  in  AID's  puiifolio.  AID  also  icnoiled  that 
women  received  only  35%  of  its  loan  capital  which  i.s  a  further  indictuiun  ilitit  ilu-  piugi<ini 
is  not  adequately  reaching  the  severely  poor 

Allowing  experienced  U.S.  PVOs,  credit  unions  and  luciU  NGOb  to  inwica&e  their  role  in 
AID'S  microenterprise  program  would  be  one  means  for  iiiipiuviii{;  it:,  effectiveness  and 
outreach  lo  the  poor.  Where  multi-lateral  development  banks,  governments,  and 
commercial  financial  inslitutiuns  have  failed,  these  organizations  have  led  the  way  in 
developing  innovative  systems  for  succcssflilly  lending  to  the  poor    They  idso  have  the 
capacity  to  expand  their  programs  significantly  if  additional  funds  die  made  hvallalile  lo 
them. 
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During  the  previous  Administration,  mioroenlerpris*  institutions  had  difllculty  in  accessing 
funding  from  AID  missions.  As  missions  sought  to  fbcus  their  efforts  and  meet  the 
requirements  of  other  Congroasionally  earmariced  programs,  they  became  reluctant  to 
support  new  initiatives  such  as  mlcroenterprise.  Moreover,  Section  599,  a  recent 
amendment  to  the  FY93  Foreign  Appropriations  Act,  has  hod  a  further  chilling  effect  on 
the  interest  of  AID  missions  in  microcntcrprise.  Section  S99  stipulates  that  all  AID 
programs  muM  comply  \vith  international  labor  laws.   Since  microenterpriRes  operate  in 
the  unregulated  informal  sector,  they  generally  cannot  adhere  to  industrial  labor 
standards.  The  result  is  that  some  AID  missions  ore  categorically  deciding  not  to  finance 
mieroenterprisf.  prngrams. 

The  centrally  managed  program  of  the  Office  of  Private  Voluntary  Cooperation 
(AID/FVA/PVC)  has,  however,  proven  to  be  an  effective  alternative  for  developing  the 
microenterpnse  capacity  of  PVOs.  Many  PVOa  hove  used  these  resources  to  eetablish  an 
extensive  grassroots  outreach  capability  by  working  through  nciwuiks  of  local  NOOs  and 
community  associations    Tliis  piugiaiii  orttrs  a  model  for  how  the  proposed 
Microenlei  prise  Development  Fund  might  operate. 

In  the  new  foreign  assistance  program,  US.  PVOs.  credit  unions  mid  local  NOOs  should 
play  a  major  role  in  AID'S  microcnicrprise  activities.  These  organizations  are  not  without 
their  institutional  shortcomings,  however,  and  they  will  need  to  be  critically  appraised  and 
strengthened  in  order  lo  inuvasv  ihcii  niivioenlei prise  capacity  and  cffcctivcnesi.  They 
should  be  held  accountable  lu  strict  slHudiiids  of  peiToiinancc  and  co.tt-cfTicicncy. 

Functional  bureaus,  within  AlOAVashlngton,  also  need  to  huve  greiiter  leveiage  ovei  local 
AID  missions.  They  need  to  be  able  to  proiiiulc  cfltclive  inierventions.  such  as 
microenterpnse,  with  the  collaboration  of  the  missions.  Finally,  AlDAVusliington  needs 
more  power  lo  negotiate  with  multi-lateral  development  banks  so  that  the  hanks 
complement  AlD's  institutional  strengthening  aciivities  wilh  lines  of  credit  for 
microcnterprir-e  program. 

Rccomm«ndA(ions 

Over  the  next  two  decades,  the  U.S.  should  seek  lu  lead  (he  iiuciiidtiunal  development 
community  in  promoting  a  global  nclwoik  of  fmaiieial  and  technical  assistance  institutions 
which  speciiili^e  in  responding  to  the  need.*;  of  the  self-employed  poor.  AID  can  be 
insUuincnial  in  this  effort  in  two  ways.  First,  it  can  finanee  pari  of  the  cosls  of  establishing 
and  strengthening  these  insiitutiun.s.  Second,  it  can  pi  u vide  (liciii  with  capital  through  a 
variety  of  instiuiiients  giants,  sufl  loans,  loan  guaiaiilees.  equity  investments  and 
stabilization  ftmds.   After  thrcc-flvc  years  of  AID  asslsiamce,  ihnse  insiituii<iiiK  should  he 
able  to  self-fliittiiec  ihci*  opeialing  vOdls  lliiuugli  inteie^t  income  and  meet  (heir  loon 
capital  requirements  fhom  savings  and  commcreiul  lines  of  ci  edit. 
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MlerogntftfprJM  Development  Fund 

In  order  to  catalyze  this  process,  the  Coalition  proposes  that  a  centrally  managed 
Microenterprisc  Development  Fund  be  created  within  the  foreign  assistance  program.  Thi 
purpose  of  the  Microenterprisc  Development  Fund  would  be  to  promote  the  growth  of  a 
network  of  financial  and  technical  assistance  institutions  which  specialize  in  providing 
services  to  a  broad  range  oftow  income  clients.  The  Fund  would  be  primarily  channeled 
through  U.S.  PVOs,  credit  unions,  locnl  NGOs  and  other  gmssroots  organimtions  which 
have  demonstrated  o  capacity  to  develop  locally  sustainable  mieroenterprise  serv-iee 
institutions. 

Since  the  Fund  would  bo  centrally  manDged,  it  would  reduce  the  cosu:  of  intermediation  of 
the  AID  missions  and  make  the  development  of  the  microenterprise  program  more 
expedient.  At  the  same  time,  AID  missions  could  also  draw  on  the  Fund  to  supplement 
resources  that  they  dedicate  to  local  microenterprisc  programs. 

The  Fund  would  be  managed  by  AIDAVsshington  and  be  comprised  of  three  eomponents: 
institutional  development,  capital  and  researcli/evaluation.  No  more  than  5%  of  the  total 
value  of  the  Fund  would  be  apportioned  to  research  and  evaluation.  Based  on 
piogiamniaiic  iu(|uirements,  ATD  would  allocate  tlie  remaining  value  of  the  Fund  lieiween 
the  institutional  development  and  capital  components. 

Based  on  a  survey  of  the  programming  capacity  of  Us  members,  the  Coalition  would 
recommend  lliai  an  annual  average  of  SI  30  million  be  appropriated  through  the  Fund  over 
the  next  four  years  for  U.S.  PVOs  and  credit  unions  operating  microenterprise  programs 
in  the  Uwvloping  wurld.   Thiy  wuuld  wiluw  thvuv  orgtmii^Mliun:*  lu  gunurHlv  uvvi  SI  billion 
in  microenterprise  loans. 

This  requested  funding  level  for  US.  PVOs  and  credit  unions  represents  SO°/e  of  AID'S 
total  pr(.>JcvtcU  cxpvnjilurux  in  rnicrocnlci  prise  foi  FY93.  Tlic  Fund  could  also  flnancc 
the  iiiiciuentetpiise  initiatives  of  AID  nns&ioiis  thai  do  noi  neccbsaiily  involve  US.  PVOs 
and  credit  union.^    The  Coalition  is  not,  however,  in  a  position  to  recommend  requited 
Ainding  levels  for  those  mission  activities. 


InsUtutional  Dewfopmetu  Component 

Tlie  i>uucci»b  of  iniuociilcipiisc  piugiauis  Itingcs  on  llic  csiubiisluncnt  of  bound  iiisliiuiiuns 
which  can  provide  eflective  credit  and  technical  services.  AID  would  thus  use  the  Fund  to 
finance  the  institutional  development  activities  of  PVOs,  credit  unions,  local  NGOs  and 
other  grassroots  organizations  involved  in  developing  institutions  which  service 
microenterprisc.  This  coniponcni  would  also  finance  required  training,  technical 
assistance  and  other  complimentary  services. 
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)lecipi«nt  organisations  do  not  nood  to  be  (otely  dedicated  to  microenterpri*e  in  order  to 
aeceaa  the  Fund.  AID  would  place  a  priority,  however,  on  those  organixations  that  are 
capoble  of  de\'eloping  local  institutions  wliicli  can  become  self-financing  and  reach  large 
numbers  of  clients. 

Capital  Comjxjnent 

The  capitol  component  of  the  Fund  would  be  equally  divided  in  two  parts.  The  first  part 
would  bs  allocated  to  poverty  lending  or  those  microenterprise  programs  which  directly 
target  the  severely  poor.  The  second  would  be  allocated  to  all  other  typos  of 
microenterprise  programs    Tills  distribution  of  capital  would  reflect  the  two  tier  structure 
of  FY93  legislation  for  microenterprise  passed  by  both  the  House  and  Senate  At  least 
6094  of  the  borrowers  which  receive  loans  through  the  Fund  would  be  womea 

The  Fund  would  use  a  variety  of  financial  instruments  as  described  above.  Capital  made 
available  through  gntms  would  require  a  matching  component  from  the  recipient 
organization  in  the  form  of  loans,  grants  or  savings  generated  from  non- AID  sources. 
AID  would  also  seek  to  Ibciliiate  negotiations  between  these  institutions  and  multi-lateral 
Ucvclupiiieiil  banks  to  obtain  additional  lines  of  credit. 

Jie search  and  Evaluation 

A  small  portion  uf  the  Fund  would  be  u>ed  to  evaluate  program  j)erforniance,  document 
lessons  learned  and  research  liow  the  state-of-the-art  in  microenterprise  can  be  improved 
AID  would  ukv  A  »v(  orOrail)-  defined  iiidicntOiS  to  oieasure  the  o^  erall  pertbi iv.ance  of 
local  and  externn!  suppun  oignitizaliuns. 

Since  small  loan  si^es  are  «  good  indloitrtr  fh.ii  programi.  are  reaching  the  sewrcly  poor, 
c>  a!ua!i«.>iik  wuuld  need  (o  deinoiotraie  t!iAt  loan  capital  for  pcvcrty  lending  i«  dedicated  to 
piugMMis  wiieie  initial  loans  are  no  more  than  S150  and  no  loan  exceeds  S300 
IriNlilutiuiis  wliosc  puilfuliM>  include  both  |iOveily  lending;  and  iiiiciocntei prise  '.ian< 
would  bo  required  to  demonstrate  that  \\\t  po\ert)'  lerdi:»ij  portion  of  their  ponfoHo  i-^ects 
these  requirements. 

Oihei  ev«lu4ti<iii  iittiicaiuis  would  include  performance  criteria  such  as  eri>plo)  mem 
gcncrntivn.  rvpaytncnt  inlcs,  n^obili/nlio"  oriccal  savings,  «elf-<uKtainability,  number  rtf 
borrowers  reached,  and  participation  of  women  Foi  cAAinplc.  tlic  (.oininilinent  of  Iov«l 
uunin)uiiilies  lo  their  piogiams  could  be  demonstrated  through  the  gciicrotion  ofnt  Icom 
$20  in  local  savings  pci  year  for  ever)'  $100  in  loan  capital  which  the  institution  accesses 
from  the  Fond.  As  a  measure  uf  their  elTeclivvncss  in  rotating  and  lex-eraging  C4ipitai 
icsuuiccs,  ictipiciil  iiiKiitulioiis  could  be  expected  to  gentiale  S500  in  leans  o%\:r  five 
yeais  foi  every  $100  in  institutional  development  support  or  loan  capital  which  they 
received  from  the  Fund 

Concluding  Remarlu 

The  Cold  War  nuy  bo  over,  but  the  achievement  of  true  peace  has  hardly  begun    Nevei 
before  hM  the  world  seen  so  many  of  In  Atmilies  trapped  In  severe  poveity  or  w  many  of 
its  children  threatened  by  malnutrition.  There  can  nevei  be  laMiiig  >«M;urity  in  the  worid  If 
large  portions  of  the  population  ore  marginalized  ft-om  participating  in  the  dcvdopmenr  of 
the  global  economy    Microenterprise  offers  the  new  Administration  and  Congress  a 
proven  tool  which  you  can  use  in  the  U.S.  foreign  assistance  program  to  »iiiiiulate  the 
growth  of  prnnpenty  and  pluralism  in  the  world. 
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INTRODUCTION 


Thank  you,  Mr.  Chairman,  for  this  opportunity  to  share  with  your  subcommittee 
the  views  of  the  Natural  Resources  Defense  Council  (NRDC)  on  the  environmental 
performance  of  the  Agency  for  International  Development  (AID).  The  topic  is  of  critical 
importance.  Unsustainable  development  and  its  resulting  degradation  of  the  environment 
threatens  the  lives  and  livelihoods  of  billions  in  the  developing  world,  central  and  eastern 
Europe,  and  the  former  Soviet  Union.  Enviroimiental  ills  in  these  nations  will  have 
cimiulative  impacts  on  the  global  environment  and  economy  which  could  jeopardize  the 
long-term  security  of  the  United  States.  Humanitarian,  economic,  and  security  interests 
compel  the  U.S.  to  reassert  its  leadership  in  support  of  environmentally  sustainable 
development  abroad. 

AID,  or  a  successor  agency,  should  play  a  key  role  in  this  effort  Its  current 
management  woes  notwithstanding,  AID  has  responded  more  effectively  to  developing 
countries'  environmental  challenges  over  the  years  than  any  other  development 
institution.  Properly  managed,  AID  can  bring  to  bear  a  unique  combination  of  technical 
expertise,  political  leverage,  and  accountability  to  both  local  and  U.S.  interests.  NRDC 
strongly  urges  the  Congress  to  work  closely  with  the  Administration  to  restore  a  strong, 
U.S.  bilateral  development  assistance  agency  with  a  core  mandate  to  promote  sustainable 
development. 

NRDC  is  a  non-profit  organization  dedicated  to  protecting  the  environment, 
public  health,  and  natural  resources.  We  are  supported  by  170,000  members  in  the  U.S. 
and  abroad.   For  more  than  fifteen  years,  our  International  Program  has  worked  to 
promote  environmentally  sustainable  development  by  advocating  strong  environmental 
policies  at  AID  and  the  multilateral  development  banks  (MDBs),  by  pressing  for 
international  environmental  agreements  -  including  the  recent  treaties  on  ozone 
depletion  and  global  warming  ~  and  by  urging  environmental  reform  of  international 
trade  agreements.   We  have  also  supported  local  environmental  efforts  by  non- 
governmental organizations  (NGOs)  in  Africa,  Asia,  Latin  America,  Central  Europe,  and 
the  former  Soviet  Union.   I  joined  NRDC  in  1988  and  direct  our  advocacy  at  the 
international  development  institutions  and  work  closely  with  NGOs  in  Asia  and  Latin 
America  on  environmental  and  energy  issues  of  local  concern.   I  hold  a  bachelor's  degree 
in  economics  and  political  science  from  Yale  University. 

n.        THE  NEED  FOR  A  STRONG  BILATERAL  ENVIRONMENTAL  PROGRAM 

Environmental  degradation  harms  the  lives  and  livelihoods  of  billions  eveiy  day. 
While  the  U.S.  and  other  western  nations  now  devote  substantial  resources  to  preventing 
this  damage,  much  of  the  world  cannot.   In  their  pursuit  of  a  better  life  ~  and  often  mere 
subsistence  ~  growing  populations  in  Africa,  Asia,  and  Latin  America,  face  polluted  air 
and  water,  degraded  lands,  and  depleted  natural  resources.  These  nations  typicaUy  lack 
the  financial  and  technical  resources  -  and  often  the  political  will  -  to  restore 
environmental  quality  and  develop  environmentally  superior  economic  activities.  They 
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also  fiace  a  momentous  challenge  in  providing  food  for  their  people  in  an  environmentally 
sustainable  maner. 

In  the  former  Soviet  bloc,  the  toxic  legacy  of  Soviet  style  industrialization  includes 
high  rates  of  cancer,  respiratory  diseases,  and  child  mortality,  low  life  expectancies, 
severely  polluted  air,  rivers,  and  lakes,  and  dead  and  dying  forests.  Like  the  developing 
countries,  these  nations  are  struggling  to  address  overwhelming  environmental  challenges 
with  severely  constrained  budgets. 

The  impacts  of  enviroiunental  degradation  in  these  countries  transcend  their 
national  borders.   InefGcient  energy  consumption  and  deforestation  are  major  sources  of 
"greenhouse  gases"  that,  iinmoderated,  will  disrupt  the  earth's  climate.  The  former  Soviet 
Union  is  presently  the  second  largest  source  of  greenhouse  gas  emissions;  the  developing 
world  will  likely  account  for  the  majority  of  emissions  by  the  middle  of  the  next  century. 
More  than  half  of  the  earth's  living  species  are  toxmd  in  tropical  ecosystems.  The  rapid 
destruction  of  natural  habitats  around  the  globe  threatens  the  biological  capital  on  which 
human  health  and  wealth  depend. 

Long-term  economic  progress  in  these  nations  -  vital  to  the  United  States'  eoqxirt- 
dependent  economy  and  to  international  political  stability  -  will  depend  on  a  clean 
environment,  a  biologically  healthy  natural  resource  base,  and  their  ability  feed  their 
(>eople  through  environmentally  sustainable  agriculture.   It  is  in  our  immediate  self- 
interest  to  support  developing  countries  and  the  former  Soviet  bloc  in  making  the 
transition  to  environmentally  sustainable  development 

This  is  a  pledge  that  the  United  States  has  already  made  in  agreeing  to  Agenda  21 
at  last  year's  Earth  Summit  and  in  signing  treaties  on  ozone  depletion,  global  warming, 
and  ~  as  recently  promised  by  President  Clinton  -  biological  diversity.   Our  national 
interest  and  commitments  are  clear.  This  year,  the  Administration  and  Congress  should 
work  together  to  formulate  an  effective  program  for  international  cooperation  on 
sustainable  development 

A  strong  bilateral  assistance  program  will  be  a  critical.  While  multilateral  efforts 
through  the  MDBs  and  U.N.  agencies  may  offer  a  financial  advantage  in  leveraging  U.S. 
contributions,  they  lack  the  flexibility,  accountability,  and  potential  for  experimentation 
with  innovative  approaches  that  bilateral  programs  offer.  The  MDBs  are  also  not  well 
structured  to  provide  the  critical  services  of  local  capacity  building,  training,  and  small 
project  support  for  non-governmental  organizations  (NGOs)  and  small  government 
agencies.' 


'  For  these  reasons,  NRDC  and  other  enviromnental  organizations  are  particularly  concerned 
about  the  World  Bank's  aggressive  efforts  to  promote  the  Global  Environmeat  Facility  (GEF)  as 
a  "unitary  fund"  for  the  climate,  btodivenity,  and  ozone  conventions.  Assistance  in  these  areas, 

(continued...) 
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The  record  attests  to  the  importance  of  these  characteristics.  Since  AID  first 
adopted  environmental  regulations  in  the  mid-1970s  -  in  response  to  public  pressure 
brought  by  NRDC  and  others  -  it  has  been  the  leader  among  development  agencies  in 
addressing  environmental  threats,  including  rapid  population  growth.  Strong  public  and 
congressional  interest  led  AID  to  launch  programs  to  protect  biodiversity  and  limit 
greenhouse  gas  emissions  years  before  multilateral  agreements  on  action  coiild  be 
reached.   ATT),  responding  again  to  clear  public  and  congressional  interest,  continues  to 
maintain  one  of  the  world's  leading  population  programs.  The  flexibility  and 
accoimtability  of  a  bOateral  program  wiU  continue  to  be  critical  in  the  future  to  allow 
rapid  and  iimovative  responses  to  urgent  challenges. 

The  U.S.  environmental  assistance  program  should  not  be  limited  to  a 
restructured  AID.  Other  domestic  agencies,  including  EPA,  the  Fish  and  Wfldlife 
Service,  and  the  Forest  Service,  can  provide  much  needed  expertise  overseas.  The 
federally  funded  development  foundations,  including  the  Inter-American  Foundation,  the 
African  Development  Foundation,  and  Appropriate  Technology  International,  are  often 
more  capable  than  AID  of  supporting  innovative,  grass-roots  sustainable  development 
projects.  Finally,  our  export  promotion  agencies  -  the  Commerce  Department,  the 
Export-Import  Bank,  OPIC,  and  the  Trade  and  Development  Agency  -  should  stimulate 
the  application  of  cutting-edge  U.S.  environmental  technologies  and  services  abroad. 
These  agencies  must  also  ensure  that  their  environmental  regulations  are  consistently 
applied  to  all  projects. 

in.   RESTRUCTURING  THE  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

AID'S  current  management  problems  and  its  consequent  lack  of  direction  and 
effectiveness  are  well  known  even  to  the  casual  observer.  An  editorial  in  last  Friday's 
Washington  Post  cited  over  forty  internal  and  external  efforts  undertaken  in  recent  years 
-  including  two  Presidential  commissions  -  to  understand  and  recommend  remedies  for 
the  agency's  failings.   It  is  now  clear  that  weak  leadership  combined  with  a  proliferation 
of  multiple,  sometimes  contradictory  objectives,  have  severely  crippled  AID. 

Equally  clear,  however,  are  the  compelling  U.S.  interests  in  rehabilitating  a  strong 
development  assistance  agency.   Ending  poverty,  protecting  the  environment,  stabili2dng 
population,  and  empowering  people  to  better  their  own  lives  -  the  core  elements  of 
"sustainable  development"  ~  are  critical  to  shaping  a  just,  peaceful,  and  prosperous 
worid.  NRDC  joins  many  other  U.S.  non-governmental  and  private  voluntary 


'(...continued) 

particularly  biodiversity,  requires  small  grants,  the  involvenient  of  local  communities,  and  the 
carefully  monitored  use  of  innovative  approaches  -  services  the  World  Bank  and  UhfDP  have  not 
shown  themselves  capable  of  delivering.  The  U.S.  should  maintain  a  strong  bilateral  program  to 
address  these  global  environmental  challenges  and  explore  alternative  multilateral  arrangements  to 
the  GEF. 
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organizations  in  urging  the  Congress  and  the  Administration  to  articulate  the  promotion 
of  sustainable  development  as  the  central,  overarching  mission  of  a  rehabilitated  AID,  or 
a  successor  agency. 

Strong  leadership  -  backed  by  White  House  and  Cabinet  support  -  is  urgently 
needed  at  AID  to  cany  out  this  mission  by  articulating  a  limited  set  of  measurable 
objectives  for  the  agency  and  reorganizing  it  effectively  to  address  those  challenges. 
NRDC  was  impressed  last  week  by  Brian  Atwood's  confirmation  testimony  which 
identified  democracy  and  human  rights,  sustainable  development,  and  environmental 
protection  as  leading  goals  for  ADD.  Mr.  Atwood  has  the  right  experience,  interest,  and 
political  support  to  do  the  job  effectively.  We  hope  that  the  Senate  will  act  quickly  to 
confirm  him.   We  are  partioilarly  encouraged  by  his  earlier  statements  calling  for  a 
reorganization  of  the  agency  along  functional  lines  to  ensvire  superior  performance  in  key 
areas,  including  environmental  protection.  As  we  describe  below,  AID's  current  structure 
has  produced  a  scattershot  approach  to  key  environmental  issues  of  international  -  not 
to  mention  congressional  ~  concern. 

The  value  of  strong  leadership  cannot  be  overstated.  For  the  past  several  years,  I 
and  my  colleagues  in  the  environmental  community  have  watched  AID  become 
consumed  by  destructive  in-fighting  and  turf  conflicts  —  even  among  its  environmental 
staff.  As  I  describe  below,  one  of  the  new  Administrator's  first  acts  should  be  to  create  a 
central,  senior-level  position  to  impart  direction  and  leadership  to  AID's  environmental 
efforts. 

A.         aid's  Current  Environmental  Program 

In  1992,  AID  published  an  Environment  Strategy  that  assesses  the  range  of 
environmental  threats  the  agency  seeks  to  combat  and  describes  its  preferred  methods  of 
addressing  them.  Tlie  document  identifies  five  categories  of  environmental  problems: 

Loss  of  tropica!  forests  and  other  critical  habitats  for  biological  diversity; 

Unsustainable  agricultural  practices; 

Environmentally  unsound  energy  production  and  use; 

Urban  and  industrial  pollution;  and 

Degradation  and  depletion  of  water  and  coastal  resources. 

The  strategy  commits  AID  to  promote  environmentally  sustainable  development  by  (1) 
ensuring,  through  environmental  review  procedures,  that  all  activities  are 
"environmentally  sound;"  (2)  integrating  environmental  considerations  into  all  activities; 
and  (3)  supporting  projects  to  protect  the  environment  and  conserve  natural  resources. 
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For  the  latter  two  categories,  the  strategy  identifies  three  preferred  approaches:  (1) 
building  human  and  institutional  capacity  and  public  awareness,  (2)  reforming 
enviroiunentally  unsoimd  policies;  and  (3)  encouraging  private  sector  participation  in 
environmentally  sound  activities. 

In  FY91  -  the  most  recent  year  with  solid  accounting  -  AID  ofGcials  estimate 
that  the  agency  obligated  some  $663  million  to  address  the  five  environmental  problems 
listed  above.^  This  level  of  effort  -  if  maintained  in  succeeding  years  -  would  appear  to 
satisfy  congress's  FY93  earmark  of  $650  million  for  environmenud  and  energy  activities. 
However,  present  data,  while  still  incomplete,  suggest  that  environmental  obligations 
could  fall  below  this  level  in  FY93. 

In  NRDCs  judgement  the  level  of  annual  obligations  -  while  critical  -  is  less 
important  than  the  quality  of  the  environmental  portfolio  it  represents.  Unfortimatefy, 
the  agency's  present  structiiie  lacks  the  field  expertise  and  central  authority  needed  to 
guarantee  a  high-quality,  well  balanced  program.  AID  country  missions  and  their 
regional  bureaus  share  primary  responsibility  for  designing  and  implementing  projects. 
Yet  the  missions  employ  shockingly  few  direct-hire,  professionally  trained  environmental 
and  energy  staff.  The  regional  bureaus'  environmental  units  are  also  thinly  staffed  and 
spend  much  of  their  time  enforcing  the  agency's  environmental  review  procedures.  The 
central  Bureau  for  Research  and  Development  -  home  to  much  of  AID's  energy  and 
environmental  expertise  -  is  limited  to  supporting  missions  and  regional  bureaus  on 
request.  The  only  central  authority  to  influence  the  overall  portfolio  rests  with  the  Policy 
and  Finance  and  Administration  Directorates,  which  employ  only  a  small  handful  of 
direct-hire  environmental  staff. 

The  new  Environment  Strategy  reinforces  these  weaknesses  by  directing  missions 
and  regional  bureaus  to  "focus"  on  a  limited  number  of  environmental  threats  for  each 
country  and  region.  These  are  to  be  (1)  "significant  constraints  to  development,"  (2) 
urgent  problems  that  require  immediate  action,  and  (3)  priorities  that  host  countries  are 
committed  to  address.  While  these  are  useful  criteria,  the  resulting  regional  and  mission 
"foci"  in  Latin  America  and  Afiica  neglect  significant  and  urgent  issues  -  energy 
efficiency,  renewable  energy,  and  pollution  -  in  which  the  missions  and  bureaus  appear 
to  have  little  expertise  and,  therefore,  little  interest 

As  a  result  of  AID's  geographically  based  structure,  its  environmental  "program"  is 
little  more  than  an  aggregate  of  what  individual  missions,  and  in  some  cases  regional 
bureaus,  decide  to  undertake.   It  is  also  —  like  other  AID  efforts  -  heavily  skewed  by  the 
political  considerations  underlying  the  Economic  Support  Fund  and  other  "special 
initiatives." 


This  is  an  unofficial,  unpublished,  internal  estimate. 
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The  results  —  while  details  are  sketchy'  --  are  not  very  impressive.  Of  the  $663 
million  claimed  for  the  environment  in  FY91,  nearly  40  percent  went  to  one  country  - 
Egypt  -•  largely  for  a  few  sanitation  and  electricity  infrastructure  projects. 
Geographically,  the  balance  is  spread  fairly  evenly  among  Africa,  Asia,  Latin  America 
and  the  Caribbean,  Central  and  Eastern  Europe,  and  elsewhere  in  the  Near  East 
Political  considerations,  however,  have  produced  a  diproportionately  high  level  of  funding 
for  Central  and  Eastern  Europe. 

Substantively,  outside  of  Egypt,  "green"  environmental  activities  -  tropical  forests, 
biodiversity,  and  sustainable  agriculture  -  appear  reasonably  well  funded.*  However, 
"brown"  environmental  threats  -  energy  and  pollution  -  receive  extremely  little  support 
A  number  of  AID  environmental  professionals  have  suggested  that  AID's  portfolio  lacks 
appropriate  emphasis  on  pollution  issues  because  most  mission  environmental  staff  have 
backgrounds  in  agricultiu'e  and  natural  resources  -  few  in  energy  and  environmental 
sciences. 

The  lack  of  agency  support  for  energy  efGciency  and  renewable  energy  is 
particularly  troubling,  given  the  substantial  contribution  of  energy  production  and  use  to 
national,  regional,  and  global  environmental  threats.  Outside  of  the  Near  East  energy 
efSciency  and  renewable  energy  obligations  amounted  only  to  some  $54  million  in  FY91. 
A  large  energy  efficiency  effort  in  Central  and  Eastern  Europe  accounted  for  almost  half 
of  this.  Elsewhere,  energy  activity  -  apart  from  rural  electrification  —  is  minimal  and 
much  of  the  energy  efficiency  and  renewable  energy  activity  that  exists  is  a  result  of  what 
could  be  described  as  "missionary"  work  by  the  R&D  Bureau's  Office  of  Energy  and 
Infrastructure.  Few  missions  and  regional  offices  have  energy  efficiency  or  renewable 
energy  professionals.  As  described  above,  Latin  America  and  Africa  excluded  energy 
from  their  list  of  environmental  "foci." 

Urban  and  industrial  pollution  control  and  prevention  projects  are  also  quite 
limited,  amounting  to  only  $21  million  outside  of  the  Near  East  in  FY91.  Support  is 
increasing,  particularly  in  Asia  and  in  Central  and  Eastern  Europe,  where  urban  and 
industrial  pollution  problems  are  particularly  dire  and  widespread.   Obligations  outside 
the  Near  East  may  increase  to  slightly  more  than  $50  million  in  FY93. 


'  While  AID  has  conunissioned  a  review  of  its  environmental  funding  by  region  and  objective, 
neither  AID  nor  any  outside  group  has  undertaken  a  comprehensive,  detailed  review  of  its 
projects.  As  a  result  one  can  assess  how  well  AID  b  targeting  its  funds  by  country  and  by  issue, 
but  not  how  well  the  agency  is  designing  and  managing  its  projects. 

*  Currently,  however,  there  appears  to  be  pressure  within  AID  to  exclude  soil  and  water 
conservation  and  other  sustainable  agriculture  projects  from  funding  under  the  FY93 
environmental  earmark.  Congress  sbouM  instruct  AID  that  sustainable  agriculture  projects  aimed 
at  improving  natural  resources  management  shoukl  qualify  for  funding  under  the  earmark. 
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B.        Issnes  of  Special  Interest  to  Congress 

Congress  has  directed  AID  in  recent  years  to  place  special  emphasis  on  two  global 
environmental  chaUenges  -  the  loss  of  tropical  forests  and  biodiversity  and  the  threat  of 
global  warming.  Population  growth,  a  long-standing  issue  of  congressional  concern,  is 
also  a  fundamental  challenge  to  environmental  sustainability.  NRDC  and  other 
environmental  organizations  have  joined  in  support  of  increased  funding  for,  and  more 
effective  management  of^  AID's  population  progranL 

1.         Tropical  Forests  and  Biodiversity 

The  planet's  natural  diversity  of  species  and  ecosystems  is  quite  literally  the  fabric 
upon  which  human  life  and  prosperity  depend.  New  technologies,  particularly 
pharmaceuticals,  are  still  derived  regularly  from  wild  plant  and  animal  species.  Genetic 
diversity  within  plant  species  allows  for  adaptation  of  agricultural  crops  to  resist  pests  and 
disease.  The  U.S.  agricultural  industry,  for  example,  relies  on  the  existence  of  wild 
cultivars,  often  foiuid  in  developing  countries.  Diverse  ecosystems  serve  critical 
ecological  functions,  providing  unique  species  habitats  and  regulating  water  systems  and 
climate. 

Humankind  has  a  clear  interest  in  reversing  the  rapid  decline  in  species  and 
ecosystems  currently  underway  around  the  globe.  Halting  the  destruction  of  tropical 
forests  is  particularly  critical.  These  forests  house  more  than  half  of  the  world's  species, 
regulate  local  and  global  climate,  and  meet  the  daily  subsistence  needs  of  forest  dwellers 
and  surrounding  communities.  Agricultural  settlement,  forestry  and  other  natural 
resource  development,  and  fuelwood  collection  are  ciirrentty  destroying  tropical  forests  at 
an  annual  rate  of  some  40-50  million  acres. 

Amendments  to  the  Foreign  Assistance  Act  in  1986  established  a  mandate  for 
AID  to  support  conservation  of  tropical  forests  and  biological  diversity.  Since  then. 
Congress  has  earmarked  funds  for  biodiversity  conservation  in  annual  appropriations 
legislation.  The  biodiversity  earmark  for  Fy93  is  $20  million. 

AID  reported  to  Congress  last  year  that  funding  for  tropical  forest  and  biodiversity 
conservation  reached  $125  million  and  $72  million  respectively  in  FY91,  with  an  "overlap" 
of  $36  million  in  dual-purpose  projects.*   FY91  capped  four  years  of  rapid  growth  in 
obligations  in  both  areas,  especially  biodiversity.   Since  FY91,  while  data  are  still 
incomplete,  internal  AID  estimates  indicate  that  biodiversity  funding  grew  in  FY92  but 
may  decrease  sharply  in  FY93.  Even  so,  funding  levels  are  still  expected  to  meet  the 


*  AID.  Tropical  Forests  and  Biological  Diversity:  USAID  Report  to  Congress.  1990-1991. 
Washington,  DC.  May  1992. 
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congressiona]  earmark.  Tropical  forestry  obligations  appear  to  have  dropped 
dramaticaUy  in  FY92  and  may  continue  to  foU  in  FY93. 

Again,  while  funding  levels  are  important,  the  real  test  of  AID's  tropical  forest 
and  biodiversity  conservation  program  is  the  quality  of  its  portfolio.  Fortunately,  the 
Africa,  Asia,  and  Latin  America  and  the  Caribbean  bureaus  all  have  identified  this  area 
as  a  key  focus  and,  consequently,  their  environmental  professionals  are  closely  involved  in 
project  design  and  oversi^t  The  R&D  Bureau's  OfBce  of  Environment  and  Natural 
Resources  also  fnnintiiiiw  sizable  forestry  and  biodiversity  projects  that  provide  significant 
support  to  AID  fiekl  missions.  Particularly  important  is  the  Biodiversity  Support 
Program,  managed  by  a  consortium  of  the  World  Wfldlife  Fund,  the  World  Resources 
Institute,  and  the  Nature  Conservancy. 

In  general,  AID  has  followed  a  positive  trend  in  recent  years  of  increasing  support 
for  the  conservation  efforts  of  international  and  local  non-governmental  organizations 
(NGOs)  in  all  regions.  NGOs  are  often  superior  agents  of  conservation  as  they  combine 
technical  expertise,  personal  dedication  to  environmental  protection,  administrative 
flexibility,  and  a  sensitivity  to  needs  of  local  commimities.  Congress  should  support 
AID'S  increasing  willingness  to  work  with  NGOs,  particularly  in-countiy  organizations. 

In  this  regard.  Congress  should  encourage  AID  to  make  greater  efforts  to  help 
establish  and  fund  in-country  foimdations  or  trust  funds  to  support  local  conservation 
initiatives.  Foundations  or  trusts  can  provide  sustained,  long-term  funding  in  the  small 
amounts  typically  needed  for  conservation  and  sustainable  development  projects.    The 
focus  of  such  entities  need  not  necessarily  be  limited  to  tropical  forests  and  biodiversity. 
They  could  support  a  range  of  efforts  from  sustainable  agriculture,  to  energy  efGciency, 
to  non-governmental  research  and  advocacy  on  environmental  law  and  policy.  The 
Enterprise  for  the  Americas  debt  relief  program  offers  a  useful  model  in  creating  local- 
currency,  environment  and  child  survival  trust  funds,  administered  by  national-level 
bodies  with  majority  NGO  representation.  Another  helpful  model  is  the  Foundation  for 
the  Philippine  Environment,  which  received  initial  capitalization  through  a  debt  swap 
funded  l^  AID.  AID  is  now  examining  the  feasibility  of  using  the  foundation  or  trust 
fund  model  to  support  environmental  activities  in  Africa. 

2.         Global  Warmint  Initiative 

Human  industrial  and  agricultural  activity  is  emitting  heat-trapping  "greenhouse" 
gases  into  the  atmosphere  at  rapidly  rising  levels  that  threaten  to  alter  the  planet's 
climate.  The  Intergovernmental  Panel  on  Climate  Change,  a  body  of  leading  climate 
scientists,  has  concluded  that  global  average  temperatures  could  rise  by  2-S  degrees 
Celsius  by  2050  if  emissions  continue  to  grow  at  current  rates.  Such  a  rapid  change  - 
unmatched  in  human  history  -  would  be  accompanied  by  rising  sea  levels,  increased 
coastal  storms,  changes  in  regional  weather  patterns  and  soil  moisture,  and  "shifts"  of 
whole  ecosystems  to  higher  latitudes.  These  changes  would  have  significant  impacts  on 
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heavily  populated  coastal  areas,  agricultural  production,  human  health,  and  wildlife 
populations. 

The  US.  and  other  industrialized  countries  are  primarily  responsible  for  the 
present  accimiulation  of  greenhouse  gases  in  the  atmosphere.  The  release  of  carbon 
dioxide  from  fossil  fuel  combustion  accounts  for  roughly  half  of  all  greenhouse  gas 
emissions.  As  the  world's  most  profligate  energy  consumer,  the  U.S.  is  responsible  for 
some  25  percent  of  the  greenhouse  problem.  The  industrialized  countries  must  therefore 
shoulder  the  bulk  of  the  bimlen  in  dramatically  reducing  greenhouse  gas  emissions  in  the 
coming  decades.   President  Clinton's  recent  conmiitment  to  seek  a  return  to  1990 
emissions  levels  by  the  year  2000  and  to  prepare  a  national  plan  that  continues  the 
downward  trend  in  emissions  is  a  helpful  first  step  for  the  U.S.  and  an  important  signal 
to  other  countries  of  the  need  to  act 

After  the  United  States,  the  former  Soviet  Union  is  the  world's  second  largest 
source  of  greenhouse  gas  emissions.  Compared  to  the  U.S.,  moreover,  the  former 
U.S.S.R.'s  economy  is  extremely  energy-intensive.  Central  and  Eastern  Europe  share  this 
characteristic.   If  these  nations  succeed  in  rehabilitating  their  economies,  their 
contributions  to  global  warming  will  grow  dramatically.  For  global  as  well  as  national 
reasons,  then,  these  nations  must  focus  on  improving  energy  efficiency.  Appropriately, 
President  Clinton's  aid  package  for  Russia  includes  $27  million  for  energy  activities, 
including  energy  efficiency.  AID,  at  the  Congress's  direction,  has  also  focussed  a 
significant  shiu-e  its  Central  and  Eastern  European  program  on  energy  efficiency. 

Industrialized  countries,  however,  caimot  stabilize  the  climate  alone.  The 
developing  world,  historically  a  small  contributor  to  the  buildup  of  greenhouse  gases,  will 
become  increasingly  important  us  economic  development  proceeds  among  rapidly 
growing  populations.   Africa,  Asia,  and  Latin  America  are  expected  to  account  for  over 
50  percent  of  greenhouse  gas  emissions  by  the  middle  of  the  next  century.  Deforestation 
and  agriculture  are  currently  the  largest  sources  of  emissions  in  these  countries.   Rapidly 
rising  energy  consumption  will  make  energy-related  emissions  at  least  equally  important 
in  the  future. 

These  regions  also  stand  to  suffer  disproportionately  from  the  impacts  of  climate 
change.   Developing  countries'  economies  are  still  largely  dependent  on  agriculture  and 
they  possess  fewer  financial  and  technical  resources  to  adapt  to  rapidly  changing  climatic 
conditions.   Crowded  coastal  areas  would  be  increasingly  devastated  l^  floods  and 
storms. 

In  1989,  Congress  directed  AID  to  undertake  a  Global  Warming  Initiative  to 
support  efforts  to  reduce  emissions  of  greenhouse  gases  in  developing  countries  through 
activities  that  are  consistent  with  local  environment  and  development  objectives.  The 
FY90  appropriations  act  directed  AID  to  identify  key  low-  and  middle-income  countries 
that  stand  to  contribute  to  global  warming,  to  focus  support  for  energy  efficiency, 
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renewable  energy,  and  forest  conservation  on  these  coiintries,  and  to  provide  an 
additional  $15  million  for  these  acthdties  over  previous  agency  levels. 

By  1991,  AID  had  identified  10  key  countries  and  regions*  and  had  met  the 
congressional  target  for  increased  energy  and  forestry  activity.  Most  of  the  agency's 
activity  was  in  tropical  forest  conservation,  already  an  AID  focus  as  described  above. 
Relatively  few  activities  were  launched  in  the  key  coimtries  to  support  energy  efficiency 
and  renewable  energy.  As  indicated  above,  of  the  $131  million  obligated  for  energy  in 
FY91,  $77.4  million  was  spent  on  projects  in  Egypt  and  Morocco.  From  the  balance, 
only  India  and  Central  and  Eastern  Europe  received  significant  support  for  energy 
efficiency  improvements. 

Since  FY91,  support  for  energy  efficiency  and  renewable  energy  in  the  key  global 
warming  countries  has  increased  somewhat,  largely  due  to  the  efforts  of  the  centtal 
Office  of  Energy  and  In£rastructiu-e.   In  Mexico,  for  example,  the  Office  has  worked  with 
the  Latin  America  Bureau  to  launch  an  energy  efficiency  program.  An  FY93 
congressional  earmark  requiring  15  new  renewable  energy  activities  has  helped  the  Office 
launch  renewable  energy  projects  in  a  number  of  key  countries.  A  notable  weakness, 
however,  is  Brazil.   While  the  Latin  America  and  the  Caribbean  Bureau  maintains  a  $27 
million  climate  change  project  for  Brazil  and  Mexico,  BrazO  has  received  no  funds  for 
energy  efficiency,  despite  requests  for  additional  assistance  and  recommendations  from 
respected  Brazilian  energy  and  environmental  experts. 

3.         Population 

The  Earth's  population  in  1992  grew  by  some  93  million  people.   From  its  current 
level  of  5.4  billion,  it  could  triple  by  the  end  of  the  next  century.  More  than  95  percent 
of  future  growth  will  take  place  in  the  developing  countries  and  could  overwhelm  efforts 
to  raise  livelihoods  and  protect  the  environment.   While  growth  rates  are  still  high,  some 
70  developing  countries  have  adopted  policies  to  limit  population  growth.  To  pursue 
their  goals  of  sustainable  development  and  limiting  population  growth,  these  nations  need 
support  to  eliminate  absolute  poverty,  improve  the  social  and  economic  status  of  women, 
and  increase  availability  of  education,  family  planning,  and  health  services  for  all  citizens. 

AID  has  been  a  leader  in  f)opulation  assistance  since  the  1960s.  Now  that  the 
Clinton  Administration  has  reversed  the  disastrous  Mexico  City  Policy  that  undercut 
international  population  efforts,  it  should  work  with  Congress  to  reinvigorate  AID's 
population  efforts  with  increased  funding,  high-level  political  support,  and  closer 
integration  with  AID's  environment  and  development  efforts. 


*  Brazil,  China  India,  Indonesia,  Mexico,  Pakistan,  the  Philippines,  Poland,  Zaire,  and  Central 

America. 
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For  FY93,  Congress  earmarked  $350  million  for  AID's  population  program. 
Population  Action  International  has  estimated  that  an  appropriate  U.S.  contribution 
toward  the  goal  of  stabilizing  population  growth  by  the  middle  of  the  next  century  would 
be  $650-S7S0  million  a  year  today,  growing  to  $1.2  billion  by  the  end  of  the  decade.^ 
Qearly,  the  US.  should  be  providing  more  family  planning  and  other  population 
assistance. 

AID  should  also  ensure  that  its  population  efforts  are  well  integrated  with  its 
environmental  protection  and  sustainable  development  efforts.  For  example,  country 
environmental  strategies  should  attempt  to  identify  the  links  between  demographics, 
poverty,  and  the  enviroiunent,  so  that  coordinated  approaches  can  be  taken,  for  example, 
where  high  fertility  or  migration  is  a  major  factor  in  environmental  degradation. 

4.         Aid  to  the  Former  Soviet  Union 

As  described  above,  environmental  assistance  to  the  former  Soviet  Union  will  be 
critical  both  to  ensuring  a  safe  and  clean  environment  for  the  citizens  of  those  lands  and 
and  to  reducing  the  threat  of  global  warming.  Last  year's  Freedom  Sup{X}rt  Act 
established  enviroimiental,  energy,  nuclear  safety  assistance  as  high  priorities  for  U.S. 
assistance. 

AID  has  made  a  commendable  effort  to  develop  environmental  assistance  for 
Russia  and  the  Newly  Independent  States  (NIS).  The  agency  has  designed  a  four-year, 
$35  million  Environmental  Policy  and  Technology  Project  to  strengthen  environmental 
policies  and  institutions,  stimulate  improved  private-sector  environmental  management 
and  technology  transfer,  support  NGO  activities,  and  raise  public  awareness  of 
environmental  issues.   AID  is  coordinating  the  project  closely  with  the  Russian  Ministry 
of  Environment  and  Natural  Resources,  the  World  Bank,  the  government  of  Canada,  and 
EPA. 

Properly  managed,  this  project  would  put  AID  in  a  leadership  role  in  responding 
to  the  former  Soviet  Union's  environmental  challenges.   NRDC  is  particularly 
encouraged  by  the  project's  proposed  funding  for  local  NGOs.   Unfortunately,  internal 
and  inter-agency  disagreements  have  caused  serious  delays.   Congress  should  urge  the 
new  AID  Administrator  to  move  quickly  to  resolve  outstanding  problems  and  begin 
obligating  funds  in  FY94.   This  case  highlights  the  need  for  a  senior  environmental 
officer  at  AID  to  resolve  internal  conflicts  and  for  improved  inter-agency  coordination, 
both  recommended  below. 


'  Sharon  L.  Camp,  "Population:  The  Critical  Decade,"  Foreign  Policy.  No.  90,  Spring  1993,  pp. 
138-139 
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aid's  profX)sed  energy  and  nuclear  safety  activities,  on  the  other  hand,  are  in 
need  of  close  scrutiny.  While  significant  funds  have  been  allocated  for  these  acitivities  in 
FY93  —  $27  and  $25  million  respectively  -  a  lack  of  clear  guidance  from  the  new 
Administration  has  allowed  them  to  proceed  with  serious  strategic  and  technical  flaws 
carried  over  firom  the  previous  administration. 

The  Freedom  Support  Act  establishes  a  clear  goal  of  shutting  down  the  former 
Soviet  Union's  most  dangerous  nuclear  reactors  and  identifying  energy  alternatives. 
However,  AID's  nuclear  saftey  activities  mider  the  Lisbon  Nuclear  Power  Plant  Safety 
Initiative  encourage  continued  operation  of  these  very  &cilities  (Chernobyl-type  RBMKs 
and  WER  440-230s)  by  including  them  as  potential  redepients  of  future  safety 
assistance.  This  policy  should  be  reversed.  U.S.  assistance  should  not  create  incentives 
to  continue  operation  of  unsafe  nuclear  facilities.  The  Lisbon  Initiative  also  fails  to 
address  nuclear  risks  comprehensively.  It  is  focussed  narrowly  on  plant  operations  and 
gives  inadequate  attention  to  the  the  nuclear  fuel  cycle,  waste  disposal,  and  alternative 
energy  sources.  Poor  management  of  the  Initiative  has  left  the  technical  concerns  of 
Russian  experts  unaddressed  and  has  produced  poor  coordination  between  AID,  DOE, 
EPA,  and  the  State  Department. 

AID'S  Energy  Efficiency  and  Market  Reform  Project  for  Russia,  meanwhile,  has 
the  potential  to  play  an  important  role  in  replacing  Russia's  worst  reactors  with  safer, 
more  efficient  energy  systems.   Unfortunately,  the  project  lacks  a  clear  mandate  to  do  so. 
While  many  of  the  proposed  activities  under  this  project  are  aimed  at  improving  energy 
efficiency,  no  formal  connection  is  made  to  the  nuclear  safety  initiative.  The  only  clear 
connection,  in  fact,  is  a  written  policy  that  assures  the  U.S.  nuclear  industry  a  role  in 
developing  projects. 

C        Recommendations  for  Reform 

Congress  and  the  Administration  must  work  together  this  year  to  redefine  AID's 
mission  and  to  provide  an  improved  structure  for  effective  and  accountable  programs. 
NRDC  recommends  that  this  effort  include  the  following  steps: 

1.         Establish  sustainable  development  as  AID's  primary,  overarching  objective  and 
make  sustainability  a  tiindamental  component  of  project  and  program  review. 

AID's  primary,  overarching  objective  should  be  to  promote  sustainable 
development  in  its  partner  countries.  This  means  supporting  local  efforts  to  end  poverty, 
protect  the  environment,  and  build  participatory  democracy.   NRDC  was  pleased  that 
Brian  Atwood  suggested  democracy  and  sustainable  development  as  the  top  two  goals  of 
AID.   Other  objectives  -  including  promoting  U.S.  exports  and  solving  global  problems  ~ 
will  be  advanced  by  a  sustainable  development  approach,  but  they  should  not  drive  the 
AID  program. 
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AID  should  translate  the  overarching  goals  of  sustainable  development  into  its 
review  of  all  programs  and  projects.  Proposed  activities  should  be  reviewed  for  their 
environmental  sustainability  and  for  their  contributions  to  poverty  reduction,  population 
stabilization,  and  public  participation  in  economic  and  political  decision-making. 

2.  Create  a  new,  senior-level  position  to  oversee  AID's  environmental  efforts. 

A  fundamental  weakness  of  AID's  environmental  program  is  its  lack  of 
environmental  professionals  in  positions  to  exercise  control  over  the  agency's 
environmental  portfolio.  The  regional  bureaus  are  thinly  staffed.  The  central  bureaus 
have  no  formal  authority  over  country  and  regional  programs. 

As  one  of  his  first  steps,  the  new  AID  Administrator  should  create  a  new,  senior- 
level  staff  position  to  oversee  AID's  environmental  work.  A  new  Deputy  Administrator 
or  Directorate  for  the  Environment  would  be  appropriate  -  the  position  must  be  above 
the  fray  of  turf  conflicts  between  the  central  and  regional  bureaus.  The  position  should 
be  filled  by  an  individual  with  technical  environmental  training  and  considerable 
experience  in  environment  and  development  He  or  she  should  have  the  authority  and 
professional  staff  needed  to  review  AID's  environmental  portfolio  and  to  make  changes 
in  the  regional  and  substantive  balance  of  the  portfolio  as  well  as  in  individual  projects. 

At  minimum,  a  timely,  detailed,  and  objective  review  of  AID's  current 
environmental  portfolio  is  critical.  This  subcommittee  and  others  should  discuss  with  the 
new  AID  Administrator  the  idea  of  creating  a  task  force  of  AID  officials  and 
independent  experts  to  conduct  such  a  review  and  to  identify  opportimities  for 
improvement.  Among  other  things,  such  a  review  should  attempt  to  identify  meaningful 
performance  indicators  for  individual  projects  in  the  five  areas  of  AID's  Environment 
Strategy  as  well  as  benchmarks  for  the  agency's  overall  performance  in  these  areas, 
including  funding  targets. 

3.  Increase  staff  levels  of  environmental  professionals  In  the  missions  and  the 
regional  and  central  bureaus. 

The  quality  of  AID's  environmental  program  depends  on  the  professional 
capabilities  of  its  direct-hire  staff.  These  capabilities,  however,  are  disturbingly  thin 
throughout  the  agency.  AID  officials  have  had  to  piece  together  an  environmental  staff 
through  contractors,  secondments  from  other  agencies,  and  fellowships.   Most  mission 
environmental  officers  are  not  technically  trained  in  an  environmental  discipline. 

This  situation  must  be  corrected  in  reorganizing  the  agency.  Congress  has  noted 
the  problem  in  recent  years  and  has  encouraged  the  agency  to  hire  additional 
environmental  and  energy  professionals.   Litde  has  happened.  This  subconmiittee  should 
seek  a  commitment  from  the  new  Administrator  to  add  direct-hire  environmental 
professionals  to  key  missions  and  to  the  regional  and  central  bureaus.   AID  should 
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continue  to  press  OMB  allow  the  agency  to  use  existing  congressional  authority  to  use 
program  funds  to  hire  new  environmental  staff. 

4.  Focus  on  delivering  assistance  through  national-level  foundations  or  trust  hinds 
to  local  NGOs. 

AID  should  continue  its  current  positive  trend  of  working  more  closely  with 
NGOs.  To  better  reach  local  NGOs  in  recipient  countries  and  to  provide  them  with 
assured  long-term  funding  sources,  AID  should  help  establish  and  fund  national-level 
foundations  or  trust  funds.  Such  entities  could  provide  an  extremely  wide  range  of 
environmental  and  sustainable  development  assistance,  depending  on  national  priorities 
and  NGO  capabilities  and  interests. 

This  approach  should  be  encouraged  in  all  regions.  In  Latin  America  and  the 
Caribbean,  AID  can  build  on  the  model  established  under  the  Enterprise  for  the 
Americas  Initiative.  The  Foundation  for  the  Philippine  Environment  provides  a  model 
for  the  Asia  region.   In  Africa,  AID  should  seriousfy  pursue  its  initial  investigation  of  the 
feasibility  for  foundations  and  trust  funds. 

5.  Increase  support  for  energy  efficiency  and  renewable  energy. 

As  described  above,  AID  currently  provides  little  support  for  energy  efBciency  and 
renewable  energy  outside  of  Central  and  Eastern  Europe.  AID  should  continue  to 
increase  the  budget  of  its  central  Office  of  Energy  and  Infrastructure,  the  only  ofBce 
seriously  committed  to  providing  assistance  in  these  areas. 

The  new  senior  environmental  officer  recommended  above  should  direct  the 
regional  bureaus  and  missions  to  provide  increased  sup(>ort  for  energy  efficiency  and 
renewable  energy.   Adding  staff  with  energy  efficiency  and  renewable  energy  experience 
to  missions  and  regional  bureaus  would  be  an  effective  strategy  to  stimulate  additional 
activity. 

AID  should  better  integrate  its  nuclear  safety  and  energy  efficiency  activities  in  the 
former  Soviet  Union  and  ensure  that  both  are  clearly  focussed  on  the  goal  established  in 
the  Freedom  Support  Act  of  shutting  down  the  region's  most  unsafe  reactors  and 
promoting  energy  alternatives. 

6.  Increase  population  funding  and  integrate  population  activities  with  AID's 
environmental  and  sustainable  development  programs. 

AID  should  increase  its  p>opuIation  obligations  in  FY94  to  $650  million.  The 
agency's  reorganization  should  also  seek  to  integrate  better  the  population  programs  with 
the  agency's  environmental  and  development  programs. 
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7.        Create  a  Sustainable  Development  Advisory  PaneL 

Finally,  AID  should  consider  creating  a  public  advisory  panel  of  experts  on 
environment  and  development  A  Sustainable  Development  Advisory  Panel  could  help 
monitor  AID'S  environmental  portfolio  to  ensure  that  funds  are  well  targeted 
geographically  and  substantively,  that  individual  projects  are  well  designed  and  managed, 
and  that  agency  staff  employ  state-of-the-art  techniques  and  approaches.  Initially,  such  a 
panel  could  help  AID  develop  appropriate  project  and  program  review  criteria  to  ensure 
that  all  activities  support  sustainable  development,  as  recommended  above.  Such  a  panel 
could  also  assist  a  new  senior  envirormiental  ofBcer  in  undertaking  a  comprehensive 
review  of  AID's  environmental  portfolio,  also  as  recommended  above. 

IV.       STRENGTHENING  OTHER  BILATERAL  PROGRAMS  TO  SUPPORT 
ENVIRONMENTALLY  SUSTAINABLE  DEVELOPMENT 

The  United  States'  bilateral  environmental  efforts  should  not  be  limited  to  AID. 
Domestic  environmental  and  natural  resource  agencies,  federally  funded  international 
development  foundations,  and  export  promotion  agencies  all  can  play  valuable  roles  in 
supporting  environmental  protection  efforts  and  environmentally  sustainable  development 
activities  in  the  developing  world  and  former  Soviet  bloc. 

A.        Domestic  Environmental  Agencies 

Domestic  environmental  and  natural  resource  agencies  can  play  a  valuable  role  in 
applying  their  technical  and  policy  expertise  to  assist  counterpart  agencies  overseas.   In 
recent  years,  EPA  has  been  particularly  active  in  supporting  the  development  of 
environmental  regulatory  capabUities  in  Mexico,  Central  and  Eastern  Europe,  and  the 
former  Soviet  Union.  EPA's  Global  Change  Division  and  Air  and  Radiation  OfBce  are 
also  working  with  governmental  and  non-govemmental  technical  experts  around  the 
world  to  develop  inventories  of  greenhouse  and  ozone  depleting  gas  emissions  and  action 
plans  and  pilot  projects  to  reduce  them.   Other  environmental  and  natural  resource 
agencies  active  internationally  include  the  Fish  and  Wildlife  Service,  the  Forest  Service, 
the  National  Oceanic  and  Atmospheric  Administration  (NOAA),  and  the  Department  of 
Energy,  among  others. 

Congress  should  work  with  the  Administration  to  craft  an  effective,  workable, 
coordination  mechanism  for  these  agencies'  international  operations  to  avoid 
counterproductive  turf  conflicts  and  to  coordinate  govemment-to-govenunent  contact  on 
policy  and  program  matters.  AID  is  a  natural  lead  agency  for  such  an  inter-agency  group 
and  should  be  given  the  job  if  its  new  Administrator  has  effectively  overhauled  the 
agency's  own  environmental  program  after  a  reasonable  period  of  time,  say  six  months  to 
one  year.   Alternately,  the  State  Department  in  the  person  of  Counselor  Tim  Wirth  or 
the  National  Security  Council  in  the  person  of  Senior  Director  for  Global  Environmental 
Affairs  Eileen  Qaussen  could  be  assigned  the  role  of  coordinator.  The  AID 


173 


Administrator  would  be  preferable,  in  our  view,  as  he  would  bring  to  the  job  a  long-term 
development  perspective  relatively  free  from  day-to-day  foreign  policy  concerns. 

B.        International  Development  Fonndatioof 

The  federally  funded  international  development  foundations  -  the  Inter-American 
Foundation  (lAF),  the  African  Development  Foundation  (ADF),  and  Appropriate 
Technology  International  (ATI)  -  are  a  critical  and  under-recognized  component  of  the 
U.S.  bilateral  assistance  program.  Because  of  their  small  size  and  grass-roots  perspective, 
they  are  often  better  suited  than  AID  to  work  with  small,  in-countiy,  non-governmental 
organizations  on  long-term  sustainable  development  projects. 

NRDC  and  other  environment  and  development  organization  have  recommended 
to  the  Administration  that  the  foundations'  budgets  be  increased  beginning  in  FY94. 
Unfortunately,  the  Administration's  budget  request  maintains  funding  for  lAF  and  ADF 
at  its  FY93  levels  and  does  not  specify  funding  for  ATI.  We  urge  Congress  to  include 
funding  increases  for  these  organizations  in  its  FY94  authorizing  and  appropriations 
legislation.  Congress  should  also  direct  the  foundatiom  to  review  their  charters  and 
mission  statements  to  ensure  that  all  of  their  activities  support  environmentally 
sustainable  development 

NRDC  also  recommends  that  Congress  urge  the  Administration  to  examine  the 
establishment  of  a  new  foundation  specifically  dedicated  to  supporting  environmental 
protection  and  conservation  efforts  of  developing  country  non-governmental  organizations 
and  small  government  agencies.  Such  a  foimdation  would  fill  a  critical  gap  in  existing 
international  environmental  assistance.  While  AID  is  making  greater  efforts  to  work 
local  NGOs,  it  still  has  a  difficult  time  working  with  the  wide  spectrum  of  such 
organizations  that  exist  in  the  developing  world.  In  general,  AID's  cumbersome  grant 
processing  procedures  make  it  difficult  for  small,  local  institutions  to  receive  direct 
support.  The  MDBs,  meanwhile,  are  almost  incapable  of  providing  the  small  amounts  of 
funding  and  close  monitoring  and  technical  support  these  organizations  need. 

A  new  environmental  foundation  could  support  local  groups  in  a  wide  range  of 
areas,  including  biodiversity  conservation,  energy  efficiency,  community-based 
conservation  and  sustainable  development  projects,  and  research  and  advocacy  on 
environmental  law  and  policy.   It  could  provide  support  directly  to  local  organizations 
and  also  help  establish  and  fund  national-level  foundations  or  trusts  to  guarantee  a  long- 
term  source  of  support  for  local  conservation  efforts. 

C        Export  Promotion  Agencies 

Promising  opportunities  exist  for  the  export  promotion  agencies  -  the  Commerce 
Department,  the  Overseas  Private  Investment  Corporation  (OPIC),  the  Export-Import 
Bank  (EXIM),  and  the  Trade  and  Development  Agency  (TDA)  -  to  help  the  U.S.  do 


174 


well  by  doing  good  for  the  environment  President  Clinton  and  Vice  President  Gore 
have  argued  repeatedly  that  environmental  protection  efforts  in  the  developing  countries 
and  the  former  Soviet  bloc  open  major  new  markets  for  U^.  technologies.  The  demand 
for  environmental  goods  and  services  in  developing  countries  is  currently  more  than  $100 
billion  annually  and  will  continue  to  grow  rapidly.  This  subcommittee  should  urge 
Commerce,  OPIC,  EXIM  and  TDA  to  develop  aggressive  new  programs  to  support 
environmental  protection  efforts  in  the  developing  world.  Central  and  Eastern  Europe, 
and  the  former  Soviet  Union. 

Energy  efBciency  and  renewable  energy  are  particularly  promising  -  and  critical  - 
opportunities.  The  nations  of  the  former  Soviet  bloc  and  the  developing  world  cannot 
afford  to  pursue  conventional  energy  strategies.  Investment  requirements  for  electric 
power  alone  in  the  developing  countries  -  estimated  at  $60-100  billion  annually  - 
cannot  be  met  with  oirrently  available  resources.  In  all  countries,  energy  production  and 
use  are  major  sources  of  air,  water,  and  land  contamination  and  contribute  to  the 
destruction  of  critical  ecosystems.  As  noted  above,  the  former  Soviet  Union  is  already 
the  second  largest  source  of  greenhouse  gas  emissions,  after  the  U.S.  The  developing 
world  is  expected  to  overtake  the  industrialized  countries  in  greenhoiise  gas  emissions  by 
the  middle  of  the  next  century. 

NRDC  and  other  organizations  have  called  on  the  Administration  to  imdertake  a 
bold  initiative  to  promote  energy  efBciency  and  renewable  energy  abroad.  We  have 
proposed  a  RENEW  Initiative  for  environmentally  superior  energy  development  that 
would  be  a  coordinated  effort  of  the  export  promotion  agencies,  the  development 
agencies,  the  Department  of  Energy,  and  EPA.  This  proposal  is  described  in  the 
attached  letter  to  President  Clinton  from  the  U.S.  Working  Group  on  Global  Energy 
EfGciency.  Our  organizations  firmly  believe  that  no  greater  opportunity  exists  to  address 
simultaneously  the  momentous  challenges  of  promoting  sustainable  development, 
protecting  the  global  environment,  and  enhancing  U.S.  competitiveness.   I  urge  this 
subcommittee  to  review  our  proposal  and  consider  voicing  your  support  for  it  to  the 
Administration. 

D.        Environmental  Review  Procedures 

All  U.S.  bilateral  assistance  and  export  promotion  agencies  should  consistently 
ensure  that  their  activities  abroad  are  environmentally  sound  and  sustainable.  NRDC 
and  other  environmental  organizations  have  recommended  that  the  Administration 
undertake  a  review  of  these  agencies'  environmental  procedures  to  ensure,  at  minimum, 
that  the  requirements  of  Executive  Order  12114  are  consistently  appUed.'  We  have  also 


'  Executive  Order  121 14,  issued  by  President  Carter,  directs  all  federal  agencies  to  review  the 
environmental  impacts  of  their  activities  abroad  and  provides  guidance  on  the  scope  of  review 
required  for  various  activities  according  to  the  nature  and  geographical  extent  of  their  impacts. 
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encouraged  the  Administration  to  bolster  the  environmental  accountability  of  the 
bilateral  assistance  program  by  reversing  past  executive  branch  policy  and  directing 
federal  agencies  to  comply  with  the  National  Environmental  Policy  Act  (NEPA)  in  their 
activities  abroad.  NRDC  urges  this  subconmiittee  to  consider  calling  on  the 
Administration  to  cany  out  these  two  initiatives. 

V.         CONCLUSION 

This  is  a  critical  year  for  the  United  States  to  follow  through  on  our  Earth  Summit 
commitments  to  assist  the  developing  countries  and  the  former  Soviet  bloc  in  a  transition 
to  environmentally  sustainable  de^lopment  A  new  administration  also  presents  a 
unique  opportunity  to  substantially  reorient  our  bilateral  development  assistance  program 
toward  this  goal  AID,  in  particular,  is  in  urgent  need  of  reform  if  it  is  to  continue 
functioning  at  alL  Other  domestic  and  international  priorities,  however,  threaten  to 
crowd  out  these  difficult  challenges.  NRDC  strongly  urges  this  subcommittee  to  be  a 
vigorous  advocate  for  prompt  action  to  rehabilitate  AID  and  to  expand  the  international 
environmental  activities  of  other  agencies. 
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Mr.  Oiainnan.  members  of  the  Subcommittee.  I  am  Michael  Wrijht,  Senior  Fellow  with 
the  World  Wildlife  Fund.   I  very  much  appreciate  the  opportunity  to  be  here  this  morning  to 
present  WWF's  views  on  the  U.S.  government's  bilateral  aid  program  for  the  global  environment 
and  to  discuss  with  you  ideas  for  possible  new  initiatives. 

As  you  may  know,  WWF  is  the  largest  private  conservation  organization  working 
worldwide  to  protea  nature  while  promoting  sustainable  human  economic  development.  We  have 
27  affiliates  around  the  world  and  some  1 .25  million  supporters  here  in  the  United  States.  WWF 
is  active  in  a  range  of  conservation  issues,  from  protection  of  wildlife  and  critical  ecosystems  to 
climate  change  to  pollution  prevention  and  industrial  and  agricultural  toxic  reduction.  I  will 
frame  my  remarks  this  morning  with  a  particular  emphasis  on  the  links  between  biodiversity 
conservation  and  development. 

I  do  not  think  it  necessary  to  spend  a  great  deal  of  time  outlining  the  challenge  we  face 
regarding  global  natural  resource  protection.   The  ongoing  destruaion  of  the  world's  plant  and 
animal  species  ~  our  biological  and  genetic  resource  base  -  is  well  documented:    100  acres  of 
tropica!  forests  disappearing  every  minute  and  an  extinaion  rate  estimated  to  be  400  times  higher 
than  that  of  the  recent  geologic  past  are  just  two  disturbing  indicators. 

Less  well  recognized  is  the  link  between  loss  of  biological  diversity  and  human  poverty. 
\\'WF  operates  on  the  principle  that  conservation  of  natural  resources  and  human  development 
are  fundamenully  and  inextricably  linked.   As  we  look  around  the  world,  we  cannot  expect 
healthy  economies  to  grow  from  impoverished  resource  bases.   Neither  can  we  expect  that 
nations  with  impoverished  economies  will  be  able  to  dedicate  resources  to  environmental 
protection  over  the  long-term. 

If  there  is  one  central  principle  to  development  assistance  that  I  would  like  to  leave  here 
with  you  today,  therefore,  it  is  that  government  agencies  such  as  A.I.D.,  as  well  as  private 
organizations  such  as  WWF,  must  link  natural  resource  management  with  sustainable  human 
economic  development  if  progress  is  to  be  made,  both  are  social  and  political  issues,  not 
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technical  ones.  The  question  is  not  whether  biological  diversity  and  the  earth's  natural  resource 
base  arc  under  threat,  nor  «-hether  the  lives  of  many  of  the  world's  poor  people  are  at  risk  as  a 
result,  but  rather  how  the  United  Sutes  can  most  effectively  respond. 

THE  OPPORTUNITY  TO  ACT 

WWF  recognizes  that  present  budgetary  constraints  facing  the  United  States  and  other 
irtdustrialized  neighbors  make  it  unlikely  that  significant  new  resources  will  become  available  in 
the  short-term.   From  W)^'F'$  perspeaive,  however,  opportunities  still  exist  for  progress  in 
developing  cooperative  programs  to  conserve  biological  diversity  Miliile  meeting  human  needs.   If 
we  can  develop  effective,  focused  initiatives,  the  U.S.  can  lead  the  developed  world  in 
formulating  and  carrying  out  an  aggressive  response  against  further  global  environmental 
degradation.   In  taking  such  a  lead,  we  must  recognize  that  the  U.S.  and  other  industrialized 
nations  share  responsibility  for  the  environmenul  challenge  facing  the  globe,  and  that  we  will  all 
suffer  if  current  trends  are  not  reversed. 

Developing  countries  do  not  expect  the  U.S.,  or  even  the  U.S.  and  its  industrialized 
allies,  to  shoulder  the  entire  burden  for  resource  protection.   Many  developing  countries  have 
made  major  commitments  of  their  own  limited  human  and  fmancial  resources.  Throughout  Latin 
America,  the  Caribbean.  Africa,  Asia  and  the  South  Pacific,  the  creation  of  national  parks  and 
reserves  has  proceeded  at  a.n  extraordinary  pace  during  the  last  decade.    New  programs  of  forest 
and  wildlife  management  are  developing  every  year.   Conservation  professionals  in  govenunent 
parks  and  wildlife  agencies  maintain  their  dedication  and  hard  work  despite  often  severe  austerity 
measures,  meager  salaries  and  great  physical  risk.   But  faced  with  economic  crisis  there  are 
limits  to  what  they  can  accomplish  alone. 

The  grovMh  of  democratic,  open  societies,  increased  public  awareness  and  the  realization 
that  government  alone  cannot  meet  the  broad  array  of  conservation  needs  has  resulted  in  an 
explosion  in  the  number  of  private,  non-profit  conservation  organizations  in  many  paru  of  the 
developing  world.   These  are  becoming  increasingly  effective  in  mobilizing  volunteer  support  and 
scarce  resources  for  conservation  programs  from  the  grassroots  to  the  national  level. 
Accompanying  the  increased  public  awareness  is  the  rapid  growth  in  the  number  of  young  people 
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who  have  decided  to  enter  conser\'ation  as  a  career.   With  educational  and  employment 
opportunities,  this  youth  will  make  the  difference  over  the  next  10-20  years  in  promoting 
development  v^ile  conserving  the  biological  diversity  and  natural  resources  of  their  respeaive 
countries. 

WWF  therefore  believes  that  the  immediate  challenge  is  to  identify  innovative 
mechanisms  and  approaches  to  invest  in  conservation  and  development  programs  that  develop, 
encourage  and  support  these  human  resources.  By  focusing  on  the  fundamental  issue  of  capacity- 
building,  the  U.S.  aid  program  can  help  build  programs  whose  benefits  will  endure. 

CURRENT  PROGRAM 

Overall,  the  U.S.  government,  and  particularly  A.I.D..  has  made  substantial  efforts  to 
expand  and  improve  its  environmental  programs  in  order  to  meet  congressional  mandates 
authorized  in  the  Foreign  Assistance  Act  (particularly  Sections  117-119)  and  funded  in  the 
Foreign  Operations  process  through  earmarks  such  as  those  for  biological  diversity,  global 
climate  change,  and  others.   In  the  FY  1993  Foreign  Operations  bill  (PL  102-391),  Congress 
mandated  that  A.I.D.  allocate  $650  million  for  environment  and  energy  activities. 

In  evaluating  A.I.D.  funding,  the  most  recent  figures  available  are  from  Fiscal  Year 
1991.    From  our  best  estimation,  in  that  year  environmental  obligations  exceeded  $660  million., 
with  more  than  $70  million  going  to  biodiversity  conservation  and  upwards  of  $140  million  going 
to  promote  more  environmentally  efficient  energy  produaion  and  use.   I  would  point  out  that  of 
the  overall  $660  million,  a  substantial  percentage  has  been  devoted  to  projects  in  Egypt,  including 
the  majority  of  energy  funds. 

Beyond  Egypt,  A.I.D.  has  developed  a  quite  expansive  project  portfolio,  with  75  projects 
devoted  to  biodiversity  globally  and  106  additional  projects  in  forestry  for  the  same  year.   A 
significant  number  of  projects  were  directed  to  medium-income  Latin  American  countries  that  had 
not  previously  been  major  recipients  of  US  foreign  assistance  dollars.   Although  these  nations 
contain  some  of  the  most  biologically  diverse  ecosystems  in  the  world,  they  may  not  have 
otherwise  been  reached  without  this  focus  on  their  environmental  importance. 
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Particularly  notable  are  A.I.D.'s  efforts  to  work  with  local  communities  to  conserve 
forest  and  biological  resources  through  initiatives  such  as  Integrated  Conservation  and 
Development  Projects  (ICDPs).    ICDPs  work  with  communities  to  demonstrate  the  fmancial, 
social  and  environmental  benefits  of  preserving  biodiversity  and  other  natural  resources.  An 
example  of  these  projects  is  the  BOSCOSA  forest  managenf)ent  and  conservation  project  in  Costa 
Rica  which  seeks  to  work  with  displaced  banana  workers  and  gold  panners  to  utilize  non-timber 
biological  resources  in  income  generation  and  preserve  original  growth  forests.   Community 
Conservation  of  Biodiverse  Resource  Areas  Project  (COBRA)  in  Kenya  is  another  project  which 
works  with  communities  which  surround  wildlife  preserves  to  devise  conservation  strategies 
which  are  acceptable  to  all  parties  and  works  in  institution  strengthening  by  training  extension 
agents  of  the  Kenyan  Wildlife  Service  in  how  to  incorporate  the  needs  of  people  into  their 
wildlife  strategies. 

These  are  vital  and  commendable  activities.    Last  year  A.I.D.  together  with  WWF  and 
the  World  Bank  undertook  an  assessment  of  these  ICDPs  and  more  recently  the  Biodiversity 
Support  Program,  an  A.I.D.  supported  consortium  made  up  of  WWF,  World  Resources  Institute 
and  The  Nature  Conservancy,  is  working  with  A.I.D.  to  learn  and  replicate  lessons  from  Africa. 
AID.  should  be  collecting  and  interpreting  these  information  and  utilizing  it  to  shape  further 
initiatives  in  sustainable  development  as  existing  project  commitments  are  completed. 

That  said,  1  would  like  to  raise  two  significant  concerns.   First,  while  A.I.D.  should  be 
commended  for  exceeding  the  Congressionally  mandated  allocation  last  year,  WWF  is  concerned 
that  environmental  obligations  may  now  be  decreasing  at  a  time  when  we  are  in  a  position  to 
learn  from  and  build  on  the  earlier  innovative  experiments.   Unless  the  pace  of  new  program  and 
project  development  increases,  total  environmental  spending  could  actually  drop  below  the  FY 
1993  Congressionally  mandated  $650  million  stipulated  in  PL  102-391. 

A  primary  reason  for  our  concern  is  that  as  existing  projeas  are  drauing  to  a  close  it 
does  not  appear  that  equivalent  new  initiatives  being  developed.   Without  new  projects,  A.I.D.'s 
environmenul  portfolio  will  naturally  shrink.   According  to  our  best  estimates,  for  example, 
biodiversity  funding  in  FY  1993  could  be  below  $50  million,  down  from  the  more  than  $70 
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million  allocated  in  earlier  years.   If  A.I.D.  is  to  continue  to  reflect  the  will  of  Congress  and  the 
American  people,  it  must  continue  to  initiate  new  programs  that  assure  consistent  funding  in 
resource  conservation. 

Second,  WWF  would  to  encourage  A.I.D.  to  place  particular  emphasis  on  long-term 
conservation  approaches  and  programs  as  a  complement  to  its  project  aaivities.  Currently, 
A.I.D.  biodiversity  aaivities  are  fbcused  primarily  at  the  project  level.   Projecu  are  run  out  of 
numerous  parts  of  the  Agency,  they  start  and  end,  and  while  individual  projects  might  be  quite 
effective,  it  is  difficult  to  judge  their  cumulative  long-term  impaa. 

This  is  not  to  criticize  particular  projects.   A.I.D.  technical  assistance  and  projea  funding 
are  a  valuable  and  needed  function  of  the  Agency.   But  looked  at  through  a  long-term  lens,  it 
becomes  apparent  that  a  project-by-project  approach  to  conservation  must  be  complimented  with  a 
focus  on  human  capacity  building  and  institutional  sustainability.   WWF  would  recommend  that 
as  existing  projecu  are  completed,  A.I.D.  should  shift  a  significant  portion  of  those  resources 
towards  such  long-term,  in-country  capacity  building.    If,  after  all,  an  overarching  goal  of  U.S. 
development  assistance  is  to  help  countries  develop  to  a  point  where  they  can  'graduate'  from 
U.S.  assistance,  they  must  develop  the  ability  to  operate  independent  of  U.S.  assistance.   WWF 
believes  that  this  is  possible  in  the  area  of  natural  resource  management. 

The  remainder  of  my  statement  will  focus  on  two  very  specific  actions  the  Clinton 
Administration  and  Congress  can  take,  quickly  and  without  great  cost,  as  components  of  an 
overall  A.I.D.  focus  on  sustainable  development.   These  are; 

1)  Establish  mechanisms  to  provide  a  sustainable  funding  base  for  host  country  institutions 
to  develop  long-range  conservation  and  development  goals  and  programs  adapted  to  meet 
local  needs  and  priorities  as  well  as  global  concerns;  and, 

2)  Focus  attention  on  developing  the  human  resources,  professional  and  otherwise,  that 
over  time  will  enable  nations  to  make  wise  resource  management  decisions  and  spend 
funding  effectively. 
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The  common  theme  between  these  two,  and  indeed  among  all  effective  programs,  is  the 
effective  involvement  of  local  people  in  managing  their  natural  resources. 

SUSTAINING  LOCAL  INSTITUTIONS  FOR  CONSERVATION  OF  NATURAL 
RESOURCES 

Over  the  past  several  years,  conservationists  have  come  to  realize  that  developing  creative 
ways  to  invest  resources  efficiently  and  effectively  is  critical  to  securing  scarce  funding  for 
conservation.  To  stretch  dollars  without  diminishing  program  impact,  for  example,  in  19&4 
WWF  conceived  of  the  "debt-for-nature*  swap  through  which  a  debtor  country's  obligations  arc 
converted  into  funds  for  conservation. 

The  first  debt-for-nature  swaps  completed  in  1987  and  1988  were  strictly  private 
transactions  in  which  WWF  and  other  private  conservation  organizations  would  purchase  a 
developing  country's  commercial  debt  at  a  discount  on  the  secondary  market,  then  convert  the 
debt  into  a  local  currency  instrument  to  finance  programs  of  local  organizations.   Frequently,  the 
instrument  chosen  would  be  a  long-term  bond  whose  interest  would  be  paid  out  over  time  to 
maximize  the  impact  of  the  swap  and  enable  long-term  program  planning. 

In  1989,  Congress  authorized  A.I.D.  to  participate  in  debt-for-nature  swaps  by  funding 
non-governmental  swaps.    Through  this  measure.  Congress  authorized  A.I.D.  grantees  to  keep 
local  currency  in  interest-bearing  accounts  and  endo\MT>ents  for  specified  program  purposes  rather 
than  revening  interest  to  the  U.S.  Treasury.   This  represented  a  major  step  for^^•ard,  as  nv->w 
A.I.D.  as  well  as  private  organizations  could  fund  lonj-term  conservation  endowments  and  begin 
to  reach  beyond  shon-term  project  funding. 

From  the  beginning  of  these  initiatives,  however.  WA\'F  understood  that  the  private  debt 
mechanism  would  not,  and  should  not.  always  be  available,  since  deeply  discounted  debt  on  the 
secondary  market  signals  economic  distress  in  the  host  country.   As  countries  restructure  debts 
and  stabilize  economically  --  a  vital  goal  ~  private  debt  becomes  increasingly  expensive  or 
unavailable.  In  addition,  countries  with  great  conservation  and  human  needs  did  not  necessarily 
coincide  with  the  availability  of  discounted  debt. 
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Since  then,  WWF  has  worked  to  develop  effective  new  models  -  conservation  trust  funds 
and  foundations  which  can  sustain  local  institutions.    'Trust  fund'  in  this  sense  is  a  general  term 
to  indicate  a  sum  of  money  that  is  legally  restricted  to  being  used  for  a  specified  purpose, 
separate  from  other  funds,  and  is  managed  by  a  trustee  or  board  of  trustees  which  holds  legal 
title  to  the  funds.  A  'foundation'  in  this  situation  focuses  more  on  the  structure  by  which  the 
funds  may  be  programmed  for  conservation  with  a  particular  emphasis  on  locaJ  decision-making. 
WWF  has  assisted  (or  is  currently  assisting)  in  the  establishment  of  conservation  trust  funds  or 
foundations  in  Bhutan,  the  Philippines,  Papua  New  Guinea,  Belize,  Guatemala,  Honduras. 
Colombia,  Poland,  Uganda,  Nepal,  Mexico,  the  Republic  of  the  Congo,  and  Namibia,  as  well  as 
two  multi-national  trust  funds  -  a  tri-national  fund  in  Poland.  Slovakia  and  Ukraine  and  a 
binational  one  for  Poland  and  Belarus. 

The  U.S.  government  has  also  been  working  on  new  models.   In  1990  and  again  in  1992. 
Congress  passed  legislation  authorizing  components  of  the  Enterprise  for  the  Americas  Initiative, 
a  central  component  of  which  is  debt  reduaion  and  the  establishment  of  environmental  trust 
funds.   Through  the  Enterprise  for  the  Americas  Initiative  (EAI).  the  United  States  has  negotiated 
eleven  debt  reduction  agreements  with  seven  Latin  American  and  Caribbean  nations,  and  the 
Treasury  Department  estimates  that  up  to  $154  million  may  become  available  for  environmental 
trust  funds  over  the  life  of  the  program. 

All  these  different  financial  mechanisms  are  designed  to  provide  long-term,  susuined 
funding  for  national  conservation  institutions.     Presently,  developing  country  budgets  for 
conservation  are  minimal  and  international  support  is  inadequate,  inconsistent,  and  difficult  to 
secure.    The  ups  and  downs  of  development  assistance  to  regions  and  countries,  and  the  typical 
3-5  year  time-frame  for  aid  programs,  do  not  lend  itself  to  the  long-term  vision,  planning,  and 
sustained  program  growth  thai  are  so  critical  to  building  viable  conservation  programs.    Planners, 
field  managers,  researchers,  and  policy-makers  need  to  know  that  they  can  count  on  financial 
resources  not  only  this  year  but  in  the  long-term  as  well.    Conservation  trusts  promote  program 
subility,  long-range  planning,  training,  and  recruitment  of  personnel.   This  advantage  is  not  only 
key  to  strong  and  sustained  program  growth,  but  also  to  creating  independence  and  capacity  in 
developing  nations. 


184 


In  the  FY  1993  Foreign  Operations  appropriations  bill  (PL  102-391)  Congress  provided 
AID  with  the  authority  to  esublish  U.S.  govemment/non-govemmental  organization  cooperative 
trust  funds: 

In  order  to  enhance  the  continued  participelion  of  nongovenuneolAl  organizations  in  economic 
assistance  activities  under  the  Foreign  AssitUnce  Act  of  1961.  including  eodowmenU.  ddil-far- 
developmeot  and  debi-for-natuie  exchanges,  a  nongovenunental  organization  which  is  a  grantee  or 
contractor  of  the  Agency  for  International  Development  may  place  in  interest  bearing  aocountt  funds 
made  available  under  this  Act  or  prior  Ads  or  local  cunreocies  which  accrue  to  that  organization  as  a 
result  of  economic  assistance  provided  under  the  heading  'Agency  for  Intenutional  Development*  and 
any  interest  earned  on  such  investment  may  be  used  for  the  purpose  for  which  the  assistance  was 
provided  to  thai  ,)rganization. 

With  this  authority.  A.I.D.  now  has  the  option  of  endowing  conservation  trust  funds  or 
establishing  foundations  directly  as  one  means  of  disbursing  foreign  assistance  funds.   However, 
as  far  as  we  know,  A.I.D.  has  not  yet  finalized  program  guidelines.   Moreover,  this  authority  is 
temporary  and  should  be  wrinen  into  the  Foreign  Assistance  Act  as  its  reauthorization  moves 
forward  this  year.    WWF  is  urging  the  Administration  and  Congress  to  make  fiill  use  of  uiists 
and  foundations  to  help  recipient  countries  develop  long-term  sustainable  development  strategies 
to  protect  the  environment  and  link  initiatives  with  local  community  development. 

If  sustainable  development  is  to  have  reality  on  the  ground,  decisions  must  be  in  the 
hands  of  the  local  people.   Therefore,  mechanisms  have  been  developed  to  allow  trusts  to  be 
governed  by  a  local  board  of  directors,  with  appropriate  accountability  to  the  U.S.  government 
and  other  funding  sources.   The  trust  and  foundation  approach  thus  gives  additional  responsibility 
and  new  opportunities  to  local  institutions,  both  public  and  private,  to  build  on  their  o^mi 
experience  and  capabilities  in  the  design  and  management  of  conservation  programs,  and  in 
developing  instinjtional  self-sufficiency.   This  strengthening  of  local  institutions  and  the  ability  to 
plan,  articulate  and  execute  consenation  programs  will  ultimately  be  the  bridge  to  countries 
becoming  self-sufficient  in  biodiversity  conservation  in  the  year  2000  and  beyond.     Further,  as 
local  institutions  are  strengthened,  demands  on  staff  time  for  A.I.D.  employees  decreases. 
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DEVTilLOPING  LOCAL  CAPACITY  TO  MANAGE  NATURAL  RESOURCES 

The  focus  on  local  human  resources  and  capacity-building  is  absolutely  critical  to  the 
future  of  sustained  conservation  effort.   While  the  gross  inadequacy  of  available  financial 
resources  is  a  paramount  issue,  resource  allocation  and  managen^ent  is  equally  critical. 
Tremendous  need  exists  for  programs  to  develop  a  strong,  self-sustaining  human  capacity  for 
conservation.  This  means  helping  people  gain  the  knowledge,  skills,  motivation,  and 
confunitment  they  will  need  to  manage  the  earth's  resources  sustainably  and  to  take  responsibility 
for  maintaining  environmental  quality. 

The  current  lack  of  such  a  human  infrastructure  with  the  necessary  skills  limits 
effeaiveness  because  the  success  of  conservation  efforts  depends  largely  on  the  experience  and 
ability  of  those  who  conceive,  plan,  enact,  promote,  and  enforce  initiatives,  as  well  as  on  the 
support  of  those  whose  lives  and  livelihoods  they  directly  affect.    If  natural  resource  management 
is  to  achieve  self-sufficiency,  it  must  be  premised  on  a  model  of  'sustainable  conservation'  — 
creating  local  capacity  so  that  those  most  directly  affected  by  loss  of  natural  resources  have  the 
range  of  skills  and  the  power  they  need  to  manage  these  resources. 

Traditional  environmenul  training  is  sectoral  and  rather  straightforward  and  is  no  longer 
adequate  to  the  task  at  hand.   An  environmentalist  now  must  be  versed  not  only  in  areas  such  as 
land  management  and  wildlife  biology,  but  must  also  be  able  to  interact  with  policy-makers, 
economists,  agricultural  extension  agents,  womens  groups,  and  other  key  audiences.    Existing 
staff  need  in-service  training  in  this  more  complex  arena  and  traditional  training  institutions  and 
courses  need  to  be  modified  and  staff  retrained. 

Building  this  capacity  represents  a  significant  challenge.   Throughout  the  world,  public 
and  private  institutions  do  not  have  sufficient  resources  to  train  personnel,  nor  to  develop  the 
types  of  integrated  new  courses  and  programs  demanded  by  conservation  as  we  enter  the  next 
century.    Many  natural  resource  agencies  have  been  under  budgeted  and  under  staffed  since  their 
creation,  and  thus  have  never  had  the  human  or  financial  resource  capacity  to  attract  and  keep 
qualified  personnel.   To  tackle  natural  resource  management.  U.S.  development  aid  strategies  and 
programs  must  seek  to  redress  this  bottleneck  to  progress. 
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As  resources  are  identified,  therefore,  WWF  believes  that  a  higher  priority  must  be  given 
to  leveraging  the  spending  value  of  those  resources  by  using  them  to  build  the  human  capacity 
needed  to  build  the  bridge  to  sustainable  conservation  in  the  1990s  and  beyond. 

The  value  of  training  certainly  has  not  escaped  the  U.S.  government's  attention,  and 
current  U.S.  programs  and  projects  in  the  Tield  of  natural  resource  management  training  are 
significant.   They  are  also  carried  out  by  a  variety  of  agencies  and  mechanisms.   Along  with 
A.I.D.,  training  is  performed  by  agencies  including  but  not  restricted  to  the  United  States 
Information  Agency,  the  Forest  Service,  the  Peace  Corps,  the  Environmental  Protection  Agency, 
the  Fish  and  Wildlife  Service,  the  Department  of  Energy,  and  the  Smithsonian  Institution.  In 
some  cases,  training  programs  are  executed  through  partnership  arrangements  with  A.I.D.  but 
increasingly  agencies  are  initiating  their  own  programs  in  international  training  to  utilize  their 
special  expertise.  Without  discouraging  these  initiatives,  the  need  to  rationalize  the  process  is 
obvious.  A  summary  of  activities  includes: 

A.I.P, 

A.I.D.  is  by  far  the  largest  source  of  environmental  and  natural  resource  training. 
A.I.D.'s  training  is  executed  on  all  levels  from  post-graduate  at  Yale  to  the  most  basic  form  of 
environmental  awareness  programs  at  the  village  level.    Here  in  the  United  States.  A.I.D. 
sponsored  over  14.000  postgraduate  students  from  abroad  as  part  of  its  Thomas  Jefferson 
Fellowship  program  in  participant  training  which  is  administered  through  the  Office  of 
International  Training  (OIT).    A.I.D.  also  sponsors  extensive  short-term  training  here  in  the 
United  Sutes  which  is  also  mostly  done  contractually  but  administered  through  OIT  as  well. 
Additionally,  each  environmental  projea  has  training  as  a  component,  often  it  is  the  primary  pan 
of  the  project.   Some  have  postulated  that  up  to  a  quarter  of  all  expenditures  for  environmental 
projects  go  to  training  of  one  kind  or  another. 

A.I.D.  has  sponsored  the  development  of  some  training  institutions  as  well  which  should 
be  applauded.   The  Forestry  Institute  in  Nepal  is  using  A.I.D.  funds  to  expand  its  curriculum  and 
form  closer  ties  with  the  conservation  community  in  Nepal  for  bener  coordination  of  its  training 
of  professional  resource  managers.  The  College  for  African  Wildlife  Management,  in  Mweka, 
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Tanzania,  is  one  of  the  first  in-country  institutions  for  conservation  professionals  and  is  now  in 
its  thirtieth  year  of  training  park  rangers  from  all  over  Africa.   Costa  Rica's  University  for 
PEACE  specializes  in  shon-term  training  of  Latin  American  professionals  in  the  biological  as 
well  as  sociological  factors  involved  in  the  successful  management  of  reserves. 

Forest  Service 

The  Tropical  Forestry  Program  under  the  Forest  Service  Office  of  Internationa]  Forestry 
has  initiated  in-country  training  of  forestry  experu  in  Latin  America,  and  elsewhere,  on  the 
rehabiliution  of  degraded  lands  and  pest  management.   This  branch  of  the  Forest  Service  is  also 
anive  in  deploying  the  talent  of  over  32.000  specialists  to  address  conservation  in  Latin  America, 
Asia  and  Africa.     The  OfHce  of  International  Forestry  is  particularly  noteworthy  because  of  the 
unusually  speedy  expansion  of  its  role  in  forestry  and  biodiversity  activities.   A  program  which 
was  funded  with  less  than  $2.S  million  two  years  ago,  could  have  an  FY  1994  budget  of  over 
$30  million. 

Environmental  Protection  Aeencv 

The  EPA's  role  is  also  expanding.   In  the  past  few  years  the  Environmental  Protection 
Agency  has  focused  on  sharing  its  information  on  'brown  issues'  to  experts  and  officials  in 
Eastern  Europe  responsible  for  pollution  control.   The  EPA  is  now  deploying  personnel  in  Asia 
and  Latin  America  to  work  with  government  officials,  specialists,  and  members  of  the  media  on 
subjects  such  as  environmenul  policy,  assessment  and  enforcement.  These  programs  share  the 
lessons  learned  by  the  EPA  as  in-country  training  in  the  context  of  the  conditions  individual 
nations  and  regions  must  face. 

The  Smithsonian  Instimtion 

The  Smithsonian  Tropical  Research  Institute  (STTtI).  based  in  Panama,  investigates  the 
marine  and  terrestrial  ecosystems  such  as  lowland  tropical  forests  through  the  Barro  Colorado 
Nanjre  Monument  as  well  as  coastal  regions  on  the  Caribbean  and  Pacific.   STRI  has  forged 
cooperative  agreements  with  institutions  in  Kenya.  India.  Malaysia,  and  Papua  New  Guinea  from 
u-hich  comparative  research  is  being  done.   From  its  facilities  in  Panama  and  Kenya,  specialists 
have  the  opportunity  to  learn  at  the  cutting  edge  of  biodiversity  research. 
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The  Peace  Corpi 

The  Peace  Corps  is  the  federal  government's  second  largest  trainer  abroad.   It  has 
extensive  programs  v^ich  work  with  A.I.D.  and  other  agencies  to  train  at  the  communis  level. 
The  environment  is  a  core  aspect  of  that  training. 

What  these  programs  show  in  aggregate  is  that  the  United  States  government  in  involved 
in  a  variety  of  valuable  training  initiatives.  WWF  has  been  particularly  Interested  in  A.I.D. *s 
activities  in  this  field,  and  has  devoted  considerable  time  seeking  to  evaluate  A.I.D. *s 
environmental  training  programs.  During  this  research,  we  have  discovered  that  there  is  no  way 
to  determine  the  exact  extent  of  their  activities.   Because  training,  both  in  the  United  States  and 
in-country,  is  driven  by  individual  mission  offices,  there  is  no  central  information  source  that 
gives  policy  makers  information  of  what  the  agency  is  doing.   As  a  result  no  one,  in  or  out  of 
A.I.D..  has  any  idea  of  the  full  extent  of  A.I.D. 's  environmental  training  portfolio. 

Despite  the  lack  of  substantial,  coordinated,  real-time  information  from  A.I.D.,  a  survey 
of  A.I.D. 's  training  programs  inside  of  the  United  States  and  in  the  host  countries,  we  are 
prepared  to  draw  some  conclusions  and  make  some  suggestions  based  on  the  information  we 
have.   It  is  clear  that  extensive  resources  are  spent  on  bringing  people  in  from  other  countries  to 
learn  from  our  experts  both  in  government  and  academia.    Using  A.I.D.'s  'Hand  Book  10'  as  a 
guide,  estimates  for  the  cost  of  students  sponsored  by  Thomas  Jefferson  Fellowship  program 
through  the  Office  of  Iniernational  Training  can  be  as  high  as  S40.000  per  trainee  year. 

There  can  be  no  question  that  the  knowledge  to  be  found  here  in  the  United  States  is  truly 
exceptional,  but  there  may  also  be  disadvantages  to  focusing  so  heavily  on  training  through  U.S. 
programs.   For  example,  it  removes  the  student  from  the  actual  environment  in  which  they  hope 
to  apply  their  training.   The  student  often  has  to  make  some  cultural  adjustments  which  can 
impair  his  or  her  ability  to  use  time  most  effeaively.   If  the  trainee  is  a  mid-career  professional, 
he  or  she  must  leave  job  and  family  for  extended  periods  of  time  v^-hich  can  be  disruptive. 
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Finally,  by  training  individuals  here  in  the  United  States,  U.S.  policy  passes  up  the 
opportunity  to  strengthen  existing  training  institutions  in  other  countries,  so  that  nations  and 
regions  can  perpetually  train  their  own  and  go  one  step  closer  to  self-sufficiency.   WWF's 
reconunendation  is  that  A.I.D.  should  place  more  emphasis  on  program  to  train  conservationists 
in  country  in  skills  and  disciplines  suited  to  particular  local  conditions.   Under  this  approach,  the 
idea  is  that  the  United  States'  role  should  be  as  a  catalyst  to  'train  future  trainers*  so  that  in  the 
long  run,  whether  the  recipients  be  conservation  professionals  or  those  v^o  rely  on  natural 
resources  for  their  livelihoods,  countries  may  develop  independent,  self-sustaining  natural 
resource  management  systems  and  programs. 

We  believe  that  moving  to  this  approach  would  help  A.I.D.  focus  its  attention  and  set 
priorities  across  several  countries  and  over  a  number  of  years.   It  is  clear  to  us  right  now  that 
A.I.D. 's  training  efforts,  while  extensive,  remain  largely  devoid  of  such  an  overarching  strategy 
or  coordination. 

It  is  our  suggestion  that  in  FY  1994,  A.I.D.  should  include  within  its  overall  focus  on 
sustainable  development,  a  comprehensive,  local ly-focused  uaining  program  to  provide 
opportunities  for  individuals  to  learn  the  new  interdisciplinary  concepts,  methods  and  skills 
needed  to  play  an  effective  role  in  modern,  people-based  conservation.        Such  an  initiative 
should  have  four  primary  pillars: 

1)  focusing  on  future  policy-makers,  A.I.D.  should  work  with  universities  within  host 
countries,  in  collaboration  with  U.S.  universities  where  possible,  to  review  and  adapt 
programs  and  courses  which  are  built  on  local  knowledge  to  meet  local  resource 
management  needs; 

2)  A.I.D.  should  assist  with  technical  and  scientific  training  for  on-the-ground  natural 
resource  managers  such  as  park  guards,  communit)'  development  specialists,  and  others 
directly  responsible  for  developing  and  implementing  natural  resource  management  and 
community  development  programs; 
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3)  A.I.D.  should  focus  on  resource  users,  particularly  emphasizint  suppon  of  local  non- 
governmental organizations,  and  encouraging  their  participation  in  natural  resource 
decision>making;  and 

4)  A.I.D.  needs  to  recognize  that  improving  education  opportunities  for  women, 
particularly  primary  education  of  itiral  women,  is  one  of  the  best  possible  investments  to 
address  resource  degradation  and  population  growth.  j 

i 

WWF  urges  the  Foreign  Affairs  Committee  to  strongly  encourage  A.I.D.  to  work  with        I 
relevant  agencies  to  develop  an  accurate,  real-time  summary  of  what  the  agency  is  doing  in 
environmenul  training  and  how  its  activities  mesh  with  those  of  other  federal  programs  such  as       ; 
the  ones  specifically  mentioned  above.    An  initial  step  should  be  a  comprehensive  assessment  of 
all  ongoing  U.S.  government  training  programs  and  cross-program  coordination,  from  the  most 
basic  to  most  specialized,  domestically  and  internationally,  compared  to  an  assessment  of 
international  training  needs.   Another  step  should  be  a  specific  assessmera  of  the  Office  of  j 

International  Training  at  A.I.D.,  and  how  the  Agency  could  better  coordinate  with  other  U.S. 

i 

agencies  involved  in  training  with  the  goal  of  developing  new,  innovative  training  initiatives. 

Because  training  needs  and  capacities  vary  from  region  to  region,  we  would  hope  that 

A.I.D.  and  others  interested  in  training  would  work  with  non-governmental  organizations  to 

i 
develop  its  approaches  and  initiatives.   In  1980  at  the  request  of  A.I.D.,  WV^'F  undenook  a  study     I 

of  the  Natural  Resources  Training  Needs  in  Latin  America.    Unfortunately  this  pioneering  effon.      ' 

developed  with  extensive  panicipation  of  our  Latin  colleagues,  was  never  implemented.   Perhaps      | 

it  is  time  to  update  the  1980  strategy  and  develop  similar  coordinated  efforts  in  the  other  regions. 

A  consortium  such  as  The  Biodiversity  Suppon  Program,  which  draws  on  the  expcnise  of  a 

number  of  organizations,  would  be  well  suited  to  work  with  A.I.D.  on  such  an  initiative.  In 

general,  we  have  found  that  public-private  uaining  initiatives  can  be  particularly  creative.   For  | 

example,  in  the  Protected  Area  Conservation  Strategy  (PARCS)  in  Africa  A.I.D.  is  funding  a 

consortium  of  three  NGOs.  including  W>\'F,  AWF  and  WCS.  to  train  local  resource  managers  to 

manage  Africa's  rich  system  of  protected  areas. 


CONCLUSION 

Mr.  Chairman.  WWF  believes  that  A.I.D.  should  have  a  ftmdamental  focus  on 
sustainable  development.    In  the  process  on  developing  such  an  integrated  program,  A.I.D  should 
include  sustaining  funding  mechanisms  for  long-term  conservation  and  helping  developing  nations 
build  the  human  capacity  to  carry  out  conservation.  I  attach  for  the  record  a  WWF  Discussion 
paper  laying  out  these  initiatives  in  greater  detail.   WWF  looks  forward  to  continuing  to  work 
with  the  Committee  on  these  proposals,  and  I  am  happy  to  answer  any  questions  you  may  have. 
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(Larry  Saiers) 
(May  4,  1993) 
Page  83 
Line  JSyt 


SMALL  DISADVANTAGED  ENTERPRISE  AWARDS 

Since  FY  1990,  the  growth  rate  for  Small  and  Disadvantaged 
Enterprises  has  shown  a  steady  increase  as  illustrated  from  the 
data  listed  below: 

SMALL  DISADVANTAGED  ENTERPRISES 
$-  millions 

1988     1989      1990      1991      1992 

$154.2   $136.0    $163.2    $179.2    $249.9 

In  addition,  A.I.D.  is  making  a  continuous  and  concerted 
effort  at  all  levels  of  management  to  ensure  that  the 
capabilities  of  small  disadvantaged  enterprises  are  not 
overlooked  in  our  procurement  program. 

We  have  made  considerable  progress  in  integrating  socio- 
economic objectives  within  our  program  requirements  and  v/iii 
continue  to  ensure  that  the  Agency  continues  to  provide 
contracting  opportunities  to  these  businesses. 
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Larry  Saiers 
May  4,  1993 
Page  100 
Line  2259 


FY  1993  FUNDING  FOR  ENVIRONMENT  AND  ENERGY 

The  following  list  of  projects  includes  all  A. I. D. -funded 
environment  and  energy  projects  proposed  for  obligation  in 
FY  1993.   The  printout  breaks  out  the  listing  by  account 
(Development  Assistance,  Development  Fund  For  Africa,  Economic 
Support  Fund,  Special  Assistance  Initiatives  and  New  Independent 
States) ,  by  bureau  and  by  country.   The  total  funding  for 
environment  and  energy  projects  from  all  accounts  is  estimated  to 
be  $674.6  million.   This  includes  approximately  $22  million  in  FY 
1992  carryover  funds  from  the  Development  Assistance  and  Economic 
Support  Fund  accounts,  which  does  not  count  against  the  $650 
million  earmark  for  FY  1993,  and  approximately  $20.6  million  not 
yet  released  but  which  is  planned  for  renewable  energy,  global 
climate  change,  and  forestry  activities. 

[The  list  referred  to  is  retained  in  the  subcommittee  file.] 
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Hearing  before  the 

House  Foreign  Affairs  Subcommittee  on 

Economic  Policy,  Trade  and  Environment 

Hearing  Date:  May  10, 1993 

OPIC  Witness:  Jane  H.  Chalmers 
Acting  Vice  President  and  General  Counsel 


OPIC  programs  are  available  to  the  full  spectrum  of  U.S.  investors,  including  minority 
businesses.  However,  no  statistics  are  maintained  on  the  number  of  minority  businesses  utilizing  OPIC 
programs. 

Minority  business  is  a  focus  of  OPIC  outreach  activities.  OPIC  regularly  sends  representatives 
as  panelists  and  participants  to  conferences  and  seminars  that  involve  the  minority  community. 

OPIC  is  strongly  committed  to  working  closely  with  minority  business  and  small  business. 
OPIC  gives  preferential  treatment  to  investments  involving  small  businesses  and  approximately  30 
percent  of  OPIC  projects  involve  U.S.  small  businesses.  There  is  no  minimum  size  requirement  for 
such  OPIC  assistance.  The  small  business  definition  is  intended  to  capture  firms  smaller  than  the 
Fonune  1000  companies.  In  addition  to  including  very  small  businesses,  this  definition  is  broad 
enough  to  enable  a  number  of  medium-sized  businesses  to  benefit  from  OPIC's  small  business 
programs.  As  of  May  ,  1993,  OPICs  definition  of  a  small  business  is  as  follows:  Industrial  companies 
with  annual  sales  less  than  SI 66,000,000; jind  Non-industrial  businesses  with  stockholder  equity  less 
than  556.000,000.  ■>• 
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one  Projects  in  AMoi 

(Fiscal  Year  1992  OPIC  Finance  and  Insurance  Projects)  ' 
AFRICA 

Country  ComfMoy  Docriptioa 


Amooator     l^pcof 
AMMaace      AMbtaacc 

(faiS) 


Algeria 

CamerooB 

Gfaaaa 
Guinea 

Kenya 

Mozambique 
Nigeria 
Sierra  Leone 

Tanzania 

Tunisia 


West  Africa 
Region 


Zambia 


Zimbabwe 


Beditel  Inleniational.  Inc.  LNG  Plant  Rehabilitation 

Tioga  Pipe  Siqiply  Company,  Inc.         LNG  Plant  Rehabilitation 


Africa  Growth  Fund 


Africa  Growth  Fund 


Louis  Berger  International,  Inc. 
Mellon  Bank.  NA. 


Africa  Growth  Fund 


Hanill  Seafood.  Inc. 


Chase  Manhattan  Bank.  N.A. 


Sierra  Rutile 


Tanruss  Investment  Limited 


Dale  Operating  Company  of 
Tunisia.  L.L.C. 


Evergreen  Helicopters 


Citibank.  N.A. 


Union  Carbide  Chemicals 


Oxygen  Cylinder  Riling 
Plana 


Vehicle  Distributonhip 


Road  Construction  Services 
Bauxite  Mining 


Bottle  Manufacturing 


Seafood  Processing 


Oil  Storage 


Rutile  Mining  and  Processing 


Hotel  Construction  and 
Operation 


Oil  Exploration 


Aerial  Spraying  for 
Onchocerciasis  Control 


Banking 


Ore  Processing 

&  Plastics  Company,  Inc. 


22.893,000     Insurance 
2,630.000     Insurance 


6S1.600      Insurance 


450,000     Insurance 


4,200,000      Insurance 
6,112,188      Insurance 


2,700,000      Insurance 


2,250,000     Insurance 


75,000,000      Insurance 


15,000.000      Loan 

Guaranty 


15.000,000      Loan 

Guaranty 

4,356.765      Insurance 


2.662,308      Loan 

Guaranty 


8.300,000      Insurance 


17,550.000      Insurance 
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OPIC  Projects  in  the  Caribbean  Region 


(Fiscal  Year  1992  OPIC  Finance  and  Insurance  Projects) 

Caribbean  Region 

Coontry 


Amoaiitof     l^rpcof 
(fait) 


BcUxc 


CosuRlca 


Dominicaa 
Republic 


GuatcnwU 


Guvaiw 


Dominioo  Energy,  Inc. 


Conair  Corpontioa 
Emboielladora  Centroamehca  S.A. 

Leach  &  Gamer  Company 
Rodriguez  A  Rodriguez 


Citibank  Overseas  Investment 

Corporation 

Continental  Grain  Company 


Enron  Corporaiion 
GTECH  Latin  America 
Jades.  S.A. 


Guyana  Telephone  and  Telegraph 


Electric  Power  Generatioa 


Personal  Care  PRxiucts 
Expansion  of  Soft  Drink 
Bottling  Facility 
Jewelry  Manufacturing 
Medical  Clinic 


Banking 

Grain  Warehouse  and  Storage 


Electric  Power  Generation 
Charitable  Lottery  System 
Expansion  of  Jade  Processing 
Operation 


Privatization  and 
Modernization  of 
Telecommunicatioa  Network 


23.000,000      Insurance 


4,030,000  Insurance 

6,000,000  Direct  Loan 

1,300,000  Insurance 

880,000  Insurance 


306336      Insurance 
l.ISaOOO      Insurance 


73,730.000     Insurance 
4,410.000     Insurance 
900.000      Direct  Loan 


40.000.000      Loan 

Guaranty 


Jamaica 


Panama 


Venezuela 


Citibank  Overseas  Invesunent 

Corporation 

Ciubank.  N.A. 

Kaiser  Aluminum  &  Chemical 

Corporation 


Asiilleros  Braswell  Iniemaiional 
Graybar  Electric  Company.  Inc. 

PanAgro.  S.A. 


GTE  Venezuelan  Telephone.  Inc. 
Triad  Iniemaiional  Labs.  Inc. 


Banking 

Banking 
Alumina  Refinery 


Shipyard  Refurbishment 
Electrical  Equipment 
Distribution 
Expansion  of  Fertilizer 
Producuon  Facility 


Privatization  of  Telephone 

System 

Mineral  Analysis  Services 


78.970      Insurance 

1,487.630      Insurance 
30.000.000      Insurance 


3.000.000      Direct  Loan 
2.030.000      Insurance 

3.000.000      Diieci  Loan 


40.000.000      Insurance 
2.000.000      Insurance 


Iiracl  Growth  Fund 


The  Israel  Growth  Fund  Manager  wiU  be  Israel  Growth  Management  Conqiany.  which  wiU  also 
be  the  General  Partner  in  the  Fund.  This  company  will  be  a  joint  vennire  of  Uumi  &  Co.  Investment 
Bankers,  Ltd.  (a  unit  of  Israels  Bank  Leumi,  a  major  financial  services  coaqwuiy)  and  Apax  Partners 
(an  affiliate  of  Patricof  &  Co.  Venmres.  Inc.  of  the  U.S.)  a  leading  international  venture  capital  firm. 
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QUESTIONS  FOR  THE  RECORD 

TESTIMONY  OF  A.I.D.  ACTING  DIRECTOR  FOR  POLICY 

BFAC  Subcommittee  on  Economic  Policy, 

Trade  and  the  Environment 

May  4,  1993 


BHVXROHMBIIT 

Question!   Cons«rvatlon  trust  funds 

Should  A.I.D.  be  given  permanent  authority  to  work  with 
NGO's  to  create  conservation  trust  funds?  Do  conservation 
trust  funds  fill  a  gap  in  A.I.D. 's  programs  not  filled  by 
other  types  of  bilateral  assistance? 

Answer! 

•  Section  567  of  the  FY  1993  appropriations  bill  gives  A.I.D. 
temporary  broad  authority  to  create  endotments  for 
environmental  and  other  NGOs  through  two  means, 
debt-for-nature  swaps  and  direct  grants. 

The  debt-for-nature  swap  authority  has  been  in  place  for 
several  years  and  A.I.D.  has  found  this  to  be  a  valuable 
tool  to  leverage  additional  resources  for  host  country 
NGO's. 

•  The  authority  for  direct  grants  for  endo«nnents  is  new  this 
year.   We  believe  the  authority  may  be  useful  in  supporting 
NGOs  over  a  longer  period  of  time  and  in  leveraging 
additional  private  resources  for  such  institutions. 

•  A.I.D.  hopes  that  both  of  these  mechanisms  will  be  useful  in 
supporting  effective  programming  of  bilateral  assistance 
resources . 

Question:    Bavironaental  training 

How  does  A.I.D.  train  individuals  from  developing  countries 
in  skills  that  promote  environmental  goals?  How  should 
these  programs  be  strengthened? 

Answer! 

Training  is  at  the  core  of  virtually  every  A.I.D.  project 
including  our  environmental  projects. 
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•  Envlrormental  training  la  done  both  as  an  Integral  part  of 
our  technical  assistance  projects  and  through  generic 
training  projects.  Adults  are  reached  through  short-  and 
long-tern  fomal  training  either  in  the  U.S.  or  their  own 
countries.  Children  are  reached  through  prograns  to  support 
environaental  curricula  in  the  schools.   Both  also  receive 
infomal  training  through  television,  radio,  newspapers,  and 
coBBunlty  prograns.  A.I.D.  uses  a  variety  of  sources  for 
training  services  including:   universities,  NGO's,  federal 
agencies,  and  conpimies. 

•  Because  these  prograns  are  so  varied  in  content,  purpose  and 
approach  and  are  already  central  to  nost .  of  our 
environnental  progriuns,  there  does  not  appear  to  be  a  single 
innovation  available  that  would  strengthen  them.   A.I.D. 
monitors  such  training  closely  to  ensure  that  it  is  as 
effective  as  possible. 

Question;    Agenda  21 

How  will  Agenda  21  principles  be  fully  Incorporated  into 
A.I.D. 's  work?  Should  Congress  create  a  commission  to 
accomplish  this  task? 

•  As  A.I.D. 's  environmental  programs  have  grown  over  the  years 
they  have  tracked,  and  usually  led,  the  thinking  on  how  to 
integrate  environment  and  development  in  developing 
countries.   As  a  result,  A.I.D. 's  environmental  programs  are 
already  fully  consistent  with  Agenda  21  principles  and  its 
recognition  of  the  need  to  address  environmental  problems  in 
the  context  of  development. 

We  are  implementing  a  $650  million  portfolio  of  activities 
this  year  that  addresses  the  key  elements  of  Agenda  21  where 
the  U.S.  has  predominant  expertise  and  those  elements  are 
applicable  to  A.I.D.  assisted  countries. 

A.I.D.  participates  in  ongoing  Executive  Branch  interagency 
working  groups  that  are  reviewing  how  the  U.S.  government  as 
a  whole  can  be  responsive  domestically  and  internationally 
to  Agenda  21  principles. 

•  Because  the  Executive  Branch  as  a  whole  is  already 
addressing  Agenda  21  issues,  and  because  Agenda  21  includes 
domestic  as  well  as  international  assistance  program 
concerns,  we  would  not  recommend  that  a  commission  be  formed 
solely  to  oversee  A.I.D. 's  iiqplementation  of  it. 
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Quaationi   fcso  aillloB  •BTlroBBSBtAl  •axaark 

Th«  FY  1993  Foreign  Op«rations  appropriations  bill  aaraarkad  $650 
■illion  of  A.I.D. 'a  funds  for  anvironaantal  and  anargy 
activitias.   How  did  A.I.D.  liva  up  to  this  aaraark  (by  region 
and  function)?  How  much  nonay  is  provided  in  Prasidant  Clinton's 
FY  1994  budget  request  for  environaental  and  energy  activities? 

•    As  of  April  28,  1993,  Fiscal  Year  1993  anvironaent  and 

energy  allocations  (in  $  Billions)  have  been  aada  but  are 
not  yet  final.   Below  is  a  aatrix  that  shows  the  present 
allocations  by  region  and  account: 


FY  iftr 

gftiMitta 

Region 

DA 

ESF 

DFA 

SAI 

AFR 

53.2 

ASIA 

65.7 

7.4 

3.5 

EUR 

39.3 

LAC 

62.0 

24.0 

NE 

2.7 

171.7 

NIS 

R&D 

92.3 

PRE 

1.7 

FHA 

4.0 

POL 

1.9 

0.1 

Reserve 

35.6 

NIS* 


86.5 


TOTAL 

53.2 

76.6 

39.3 

86.0 

174.4 

86.5 

92.3 

1.7 

4.0 

2.0 

35.6 


TOTAL 


265.9 


203.1 


53.3     42.8 


86.5 


651.6 


•     Fiscal  Year  1994  numbers  are  still  in  flux.   The 

Administration  intends  to  increase  overall  funding  for 
environmental  progreuns  by  $25  million  in  FY  1994. 

Ouestion;    Federal  agency  coordination 

How  does  A.I.D.  coordinate  its  environmental  activities  with 
other  federal  agencies  involved  in  international  environmental 
work?  What  are  the  strengths  and  weaknesses  of  the  involvement 
of  domestic  agencies  in  international  environmental  projects  and 
how  can  coordination  be  improved? 


Answer; 


Because  of  the  integral  nature  of  A.I.D. 's  environment  and 
development  programs  with  U.S.  foreign  policy  we  have  always 


199 


worked  closely  at  all  levels  with  the  State  Departnent,  both 
in  Washington  and  with  the  embassies  overseas. 

Collaboration  with  domestic  agencies  on  environmental 
matters  has  been  through  direct  contracting  for  their 
services  to  assist  in  implementing  A.I.D.  projects  overseas, 
and  through  interagency  working  groups  to  coordinate  their 
international  programs  with  ours. 

The  strengths  of  domestic  agencies  in  international 
environmental  projects  are: 

They  have  very  large  numbers  of  technical  environmental 
experts,  many  of  whom  have  some  degree  of  international 
experience. 

They  have  some  funds  for  international  environmental 
projects  which  can  be  coordinated  with  A.I.D.  programs 
to  enhance  the  impact  of  the  overall  U.S.  effort. 

The  weaknesses  of  domestic  agencies  are: 

Coordination  of  programs  funded  for  different  purposes 
is  frequently  cumbersome.   Without  good  coordination 
the  U.S.  government  does  not  always  speak  with  one 
voice  on  international  environmental  programs. 

They  do  not  have  the  depth  of  institutional  and  staff- 
level  international  experience,  both  in  general  and 
specifically  in  environmental  activities,  that  A.I.D. 
has. 

Recent  experience  in  facilitating  Agency  coordination 
through  legislation  includes  the  1991  Foreign  Assistance 
Appropriations  Act,  which  specifically  requires  the  Forest 
Service  to  obtain  prior  A.I.D.  concurrence  on  any  of  their 
activities  in  A.I.D.  assisted  countries.   Experience  to  date 
shows  this  has  not  been  a  hindrance  to  USFS  work;  rather  it 
has  brought  USFS  and  A.I.D.  closer  together  in  jointly 
implementing  a  U.S.  program  of  forestry  assistance. 

A  second  example  is  the  Energy  Policy  Act  of  1992,  which 
directs  the  Department  of  Energy  to  implement 
developmentally  sound  energy  and  environmental  projects 
through  A.I.D.   A.I.D.  and  DOE  have  agreed  on  a  draft 
Memorandum  of  Understanding  concerning  implementation  of 
this  Act,  which  is  being  reviewed  in  each  agency  before  the 
Administrator  and  the  Secretary,  respectively,  are  asked  to 
sign. 
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PSXP 

Question;   Now  that  tha  PRE  Bureau  has  been  ellninated,  hov  does 
the  Agency  plan  to  phase  out  the  Private  Sector  Investaent 
Program? 

Answer; 

•    Kg  final  decisions  have  been  made  yet  about  the  future  of 
the  PRE  Bureau.  He  estimate  that  the  portfolio  of  existing 
commitments  under  the  PSZP  program  will  have  to  be  phased 
do%m  over  time. 


MXCR0B1ITBRPRI8B 

Question;   Program  implementatiea 

Given  the  President's  personal  interest  in  microenterprise 
development  programs,  what  will  be  the  overall  plan  for 
implementation  of  the  program  during  his  Administration? 

•  A.I.D.  proposes  to  maintain  its  longstanding  commitment  to 
leadership  in  microenterprise  development.  A.I.D.  has 
supported  recent  innovations  in  making  microenterprise 
projects  more  sustainable. 

•  Because  the  obstacles  to  small  business  development  are  many 
and  vary  from  country  to  country,  A.I.D.  works  in  a  variety 
of  ways  to  support  microenterprise  development.   These 
include  (1)  strengthening  banks  and  other  financial 
institutions  as  lenders  and  mobilizers  of  savings  from 
borrower  communities;  (2)  encouraging  policy,  institutional 
and  regulatory  reforms  that  enhance  microenterprise 
competitiveness  and  access  to  productive  resources;  and  (3) 
experimentation  with  alternative  forms  to  reach  the  poorest 
potential  clients,  such  as  through  village  banking 
activities. 

•  The  Agency  believes  creating  employment  opportunities 
is  a  fundamental  requirement  for  economic  growth  and 
sustainable  development.   The  informal  sector  is  a 
critical  source  of  job  creation  through  its  micro-  and 
small  enterprise  development  activities. 

•  Given  overall  funding  constraints  Agency  spending  on 
microenterprise  development  is  likely  to  level  off  in  the 
next  few  years;  however,  A.I.D.  expects  that  the  impact 
through  the  above-mentioned  leveraged  interventions  will 
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benaflt  growing  nvmbers  of  Bilcro-«ntr«praneurs,  including 
women  and  tha  vary  poor. 

•  A.I.D.  axpacts  that  tha  Adainistrator  will  axanina  tha 
appropriate  laval  and  typa  of  aupport  for  thesa  activities. 
This  AdBiniatration  la  fully  comaitted  to  conaultation  with 
Congress  and  other  groupa  such  aa  private  voluntary 
organizations . 

Question!   Obstaolas 

What  are  the  obataclea  A.I.D.  has  faced  in  operating  its 

nlcroenterprisa  progreun? 

•  There  are  two  principal  issues  which  are  now  constraining 
the  growth  of  A.I.D. 's  nicroenterprise  program: 

Section  599 fc^ ;   Section  599(c)  of  the  FY  1993 
appropriations  act  requirea  that  A.I.D.  avoid 
contributing  to  the  violation  of  "internationally 
recognized  workers  rights."   This  requirement  has  had 
a  negative  effect  on  proposed  initiatives  to  focus 
greater  assistance  on  micro-,  small  and  informal 
enterprise  development  projects.   Observance  of  such 
formal  international  labor  standards  is  notably  lacking 
in  the  informal  sector  and  thus  A.I.D.  missions  cannot 
make  the  certification  required  by  statute. 

Shrinking  "discretionarv"  budget,  combined  with  heavy 
alternative  earmarking;   The  heavy  earmarking  contained 
in  the  ry  1993  appropriations  bill  placed  competing 
demands  on  the  "discretionary"  A.I.D.  budget. 

Question:    Prograa  management 

Now  that  the  PRE  Bureau  has  been  disbanded,  will  the  Agency  allow 
the  microenterprlse  program  to  be  managed  from  the  central  bureau 
as  requested  by  the  development  community? 

Answer: 

•  No  organizational  decisions  have  yet  been  made  regarding 
specific  bureaus  or  offices  within  A.I.D.   Therefore  no 
decision  has  yet  been  made  regarding  the  management  of  the 
microenterprlse  program.   The  Administration  is  committed  to 
broad  consultation  and  will  be  sensitive  to  the 
recommendations  set  forth  by  the  private  voluntary 
organizations  as  well  as  other  development  experts  in  the 
broad  development  community  in  its  consideration  of 
organizational  options  for  A.I.D. 
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CBMTBlt  rOR  ntXDE   AMD  IMVBSTMBHT  SBRVZCBfl 
Question:   Reason  for  prograa 
Why  was  CTIS  created? 

♦    The  Center  for  Trade  and  Investment  Services  (CTIS)  was 

created  as  part  of  A.I.D. 's  1990  "Business  and  Development 
Partnership  Initiative."  CTIS  is  part  of  the  "Business  and 
Development  Network,"  through  which  A.I.D.  engages  U.S. 
private  sector  leaders,  firms  and  organizations  to  mobilize 
U.S.  resources  and  knowhow  in  support  of  development  efforts 
which  also  have  a  beneficial  impact  on  the  U.S.  economy. 
Basically,  CTIS  was  created  to  fill  a  perceived  information 
gap  about  business  opportunities  and  A.I.D.  activities  in 
developing  countries. 

Question;   Services  offered 

What  does  it  offer  in  terms  of  service  that  other  export 
promotion  agencies  don't  offer? 

Answer; 

CTIS  is  not  an  export  promotion  activity.   It  provides 
detailed  Information  and  counseling  about  business 
opportunities  and  A.I.D.  activities  in  support  of 
international  private  enterprise  in  A.I.D. -assisted 
countries.   CTIS'  goal  is  to  promote  greater  business 
activity  and  stimulate  economic  development  abroad  through 
the  establishment  of  increased  business  linkages  between  the 
U.S.  and  indigenous  private  sectors.   Through  A.I.D. 's 
"Development  Information  System,"  CTIS  specialists  can 
access  detailed  information  about  more  than  70,000  projects 
worldwide.   Since  it  began  formal  operations  in  September 
1992,  CTIS  staff  have  provided  information  and  guidance  to 
more  than  4,000  clients,  eighty  percent  of  whom  represent 
small  to  medium-sized  U.S.  businesses. 

Question;    Budget 

What  is  the  budget? 

Answer; 

A  five-year,  life-of -project  amount  of  $12.0  million  has 
been  authorized.   Of  this  amount,  $1,035,000  has  been 
obligated. 
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Question!    Staffing 
How  is  it  staffed? 

CTIS  has  four  authorized  direct-hire  (General  Business 
Specialist)  positions  at  the  GS-14  level.  The  direct  hires 
are  supported  by  six  persons  enployed  under  contract  to  the 
Academy  for  Educational  Developoent.  The  contractors 
consist  of  a  Trade  and  Investnent  Manager,  two  Trade 
Specialists,  a  computer  systems  analyst,  a  research 
assistant  and  an  administrative  assistant.   CTIS  is 
supervised  by  the  Deputy  Director  of  the  Office  of 
International  Business  Development. 
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February  24,  1993 


President  William  J.  Clinton 
The  United  States  of  America 
1600  Pennsylvania  Avenue,  N.W. 
Washington,  D.C.    20500 

Dear  President  Clinton, 

Recently,  you  received  a  letter  signed  by  members  of  Congress  from  both  political 
parties  expressing  their  support  for  funding  microenterprise  credit  programs  in  the 
developing  world.  In  their  letter,  the  members  of  Congress  said  that  a  microenterprise 
development  initiative,  "akin  to  the  creation  of  the  Peace  Corps  and  the  Alliance  for 
Progress,  could  be  a  hallmark  of  the  Clinton  Administration's  foreign  assistance 
program. "    We  hope  that  you  agree  and  request  your  support  for  such  an  initiative. 

We  represent  some  of  the  leading  non-profit  organizations  implementing  and 
advocating  microenterprise  credit  programs  through  the  application  of  community 
banking  concepts.  Collectively,  we  are  reaching  more  than  two  million  borrowers  in 
the  developing  world.  We  know,  as  you  do,  that  credit  programs  for  the  poor  not  only 
increase  their  incomes,  but  their  sense  of  dignity  and  self-confidence.  As  you  have 
noted,  community  banking  can  be  a  powerful  tool  for  providing  microenterprise  credit 
whether  it  be  in  Arkansas,  Bangladesh,  South  Africa  or  El  Salvador. 

Over  a  billion  people  in  the  developing  world  live  in  poverty,  their  entrepreneurial 
talents  underutilized,  their  aspirations  unfulfilled.  Based  on  the  successes  to  date,  we 
are  convinced  that  the  U.S.  could  implement  a  microenterprise  initiative  on  a  massive 
scale  over  the  next  decade. 

Our  experience  leads  us  to  make  several  recommendations: 

1)  Microenterprise  programs  should  be  focused  to  address  the  needs  of  a  broad 
spectrum  of  the  population  in  developing  countries.   Yet,  we  agree  with  the 
recommendation  of  the  Congressional  letter  that  a  significant  portion  of  the  allocated 
funds  be  set  aside  for  "poverty  lending"  or  those  microenterprise  programs  that 
promote  the  self-employment  of  the  very  poor,  especially  women. 


Contact  Coordinator:    Lawrence  Yanovitch,  FINCA,  901  King  Street,  Alexandria,  VA.  22314 

Tel:   703-836-5516,  FAX:  703-836-5366 
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Since  small  loan  sizes  are  a  good  indicator  that  the  programs  are  reaching  the  very 
poor,  one  effective  way  of  accomplishing  this  would  be  to  assure  that  funds  for  poverty 
lending  be  used  to  finance  programs  where  initial  loans  are  no  more  than  $150  and 
where  no  loan  exceeds  $300. 

We  consider  it  equally  important,  however,  that  microenterprise  programs  not  focus 
only  on  the  very  poor.  They  must  also  serve  the  broad  qMCtnun  of  the  population  in 
developing  countries  that  lack  access  to  financial  services. 

2)  In  light  of  the  difficulties  microenterprise  organizations  have  had  in  obtaining 
adequate  funding  from  AID  missions,  we  recommend  that  a  centrally  managed 
Microenterprise  Development  Fund  be  established  within  the  foreign  assistance  budget. 
A  significant  portion  of  these  resources  should  be  used  to  support  the  efforts  of  private 
voluntary  and  cooperative  development  organizations.  The  Fund  would  finance 
institutional  development  and  technical  assistance  activities.  It  would  also  be  used  to 
provide  capital  for  loans  and  equity  investments  in  grassroots-focused  financial 
institutions,  and  to  leverage  loans  and  equity  investments  from  private  sources. 

3)  In  general,  we  believe  that  your  Administration  should  give  a  high  priority  to 
working  through  organizations  linked  to  the  grassroots  in  implementing  development 
programs.  The  restructuring  of  the  foreign  assistance  program  should  include  the 
creation  of  a  specialized  center,  inside  or  outside  of  AID,  which  provides  effective 
support  to  such  organizations. 

4)  In  order  to  assure  accountability  to  the  U.S.  public,  we  recommend  that  relevant 
performance  indicators  be  established  to  measure  the  effectiveness  of  microenterprise 
programs. 

5)  Finally,  we  recommend  that  your  Administration  facilitate  negotiations  between 
multi-lateral  banking  institutions  and  non-profit  organizations  in  order  to  increase  their 
fmancing  of  microenterprise  programs. 

The  Cold  War  may  be  over,  but  the  achievement  of  true  peace  has  hardly  begun. 
Never  before  has  the  world  seen  so  many  of  its  families  trapped  in  severe  poverty  or  so 
many  of  its  children  threatened  by  malnutrition.  There  can  never  be  lasting  security  in 
the  world  if  large  portions  of  the  population  are  marginalized  from  participating  in  the 
development  of  the  global  economy.  Microenterprise  development  offers  your 
Administration  a  proven  tool  which  it  can  use  in  the  U.S.  foreign  assistance  program  to 
simulate  the  growth  of  prosperity  and  pluralism  in  the  world. 
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May  we  meet  to  discuss  this  proposal  with  the  new  AID  administrator  and  other 
interested  members  of  your  Administration?  We  appreciate  your  consideration  of  our 
views  and  look  forward  to  your  response. 


Sincerely, 

William  Bumis 
Executive  Director 
ACCION  International 


Richard  M.  Williamson 
Executive  Director 
FINCA  International 


Peter  Gubser 

President 

American  Near  East  Refugee  Aid 


Christopher  Dunford 

President 

Freedom  from  Hunger 


Andrew  Maguire 

President 

Appropriate  Technology  International 


Muhammad  Yunus 
Managing  Director 
GrameenBank 


David  Beckmann 

President 

Bread  for  the  World 


Alex  Rondos 

Executive  Director 

International  Orthodox  Christian 

Charities 


Michael  Levett 

President 

Businesses  for  Social  Responsibility 


Robert  Graham 

Chairman 

Katalysis  North  South  Development 

Partnership 


Philip  Johnston 

President 

CARE 


Robert  Scherer 

President 

National  Cooperative  Business 

Association 


David  Polanco 

Executive  Director 

Centro  de  Apoyo  a  la  Microcmpresa 


C.L.  Mannings 
Executive  Director 
OIC  International 


Robert  Lincoln  Hancock 

Chief  Executive  Officer 

Enterprise  Development  International 


Eric  B.  Thurman 

President 

Opportunity  International 


Charles  MacCormack 

President 

Save  the  Children 
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Louis  L.  Mitchell 
Chief  Executive  Officer 
PACT 


Gil  Crawford 

Executive  Director 

Seed  Capital  Devdopment  F^nd 


Peter  Reitz 

Executive  Director 

Pan  American  Foundation 


G.  A.  Charbonneau 

Chief  Executive  Officer 

Worid  Councfl  of  Credit  Unions 


Sam  Harris 
Executive  Director 
RESULTS 


Arthur  Evans  Gray,  Jr. 
Executive  Director 
Worid  ReUef 
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CongrtsiJi  of  ttje  Winitth  States 

2Basi)ington.  9C  20515 


December  15,  1992 

The  Honorable  Bill  Clinton 
President-Elect 
Governor's  Mansion 
1800  Center  Street 
Little  Rock,  Arkansas  72206 

Dear  President-Elect  Clinton: 

As  Members  of  Congress  concerned  about  the  need  for  reforming  the  U.S. 
foreign  aid  program,  we  would  like  to  take  this  opportunity  to  share  our  thoughts 
with  you  on  a  policy  initiative  that  can  be  a  key  element  of  a  new  foreign  aid 
program. 

Throughout  your  campaign,  you  addressed  the  need  to  move  beyond  the  Cold 
War  towards  a  new,  bipartisan  U.S.  foreign  policy  focused  on  promoting  worldwide 
economic  growth  and  democratic  development.    We  believe  that  microenterprise 
development,  modeled  after  programs  such  as  the  Grameen  Bank  of  Bangladesh  with 
which  you  are  familiar,  holds  the  potential  for  capturing  the  energy  and 
entrepreneurial  talents  of  millions  of  the  world's  poor  and  forming  the  basis  for 
economic  and  political  empowerment  throughout  the  developing  world. 

A  microenterprise  development  initiative,  akin  to  the  creation  of  the  Peace 
Corps  and  the  Alliance  for  Progress,  could  be  a  hallmark  of  the  Clinton 
Administration's  foreign  aid  program.    The  initiative  will  produce  tangible  benefits 
for  the  U.S.  by  promoting  economic  self-sufficiency  and  growth  within  our 
developing  world  trading  partners  around  the  globe.    Given  your  awareness  and 
personal  experience  with  microenterprise  programs,  such  as  Arkansas'  Good  Faith 
Fund,  you  know  firsthand  the  value  of  programs  that  work  from  the  bottom-up, 
rewarding  self-sufficiency  and  giving  the  poor  a  stake  in  their  economic  pursuits.    To 
quote  Grameen's  founder.  Dr.  Muhamad  Yunus,  "poverty  can  be  seen  as  the  denial 
of  all  human  rights."    A  microenterprise  initiative  championed  by  the  United  States 
could  have  a  dramatic  "democratizing"  impact  on  societies  throughout  the  developing 
world  as  microentrepreneurs  succeed  in  lifting  themselves  and  their  families  out  of 
poverty. 

We  are  aware  of  a  number  of  Congressional  and  non-government  foreign  aid 
reform  initiatives  now  being  presented  -  all  of  which  aim  to  address  the  new 
challenges  and  opportunities  presented  by  the  end  of  the  Cold  War.    No  matter  what 
reform  "model  you  ultimately  choose  to  follow,  we  believe  that  microenterprise 
development  should  be  embedded  into  the  strategy  for  attaining  broad-based  economic 
growth  and  democratic  development. 
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We  would  like  to  put  forward  the  following  recommendations  as  the  foundation 
of  a  bipartisan  microenterprise  development  initiative: 

1.  Goal:  To  strengthen  poverty  lending  and  microenterprise  development 
organizations  in  order  to  relieve  the  worst  manifestations  of  poverty  and  enable  the 
world's  poorest  individuals  to  earn  their  livelihood. 

2.  Program:  The  U.S.  should  develop  a  Microenterprise  Development  Fund  within 
its  foreign  aid  program  designed  to  create  and  strengthen  institutions  that  have  a 
commitment  and/or  demonstrated  track  record  in  working  with  the  poor.    The 
assistance  could  take  a  number  of  forms,  but  focus  should  be  on  providing  grant 
monies  for  lending  capital  and  "soft  loans"  or  grants  for  institutional  strengthening  to 
bring  the  benefits  of  the  program  to  the  greatest  number  of  people.   Our  experience 
suggests  that  such  a  fund  should  maintain  a  poverty  focus  aimed  at  improving  the 
lives  of  the  poorest  of  the  poor.    We  favor  a  program  that  segregates  up  to  half  of 
the  funds  targeted  strictly  for  "poverty  lending"  activities,  focused  especially  on 
reaching  women  borrowers. 

3.  Actors:  The  success  of  this  program  depends  on  building  it  from  the  bottom  up. 
Giving  the  poor  themselves  a  central  role  in  planning  and  managing  projects  helps 
ensure  long-term  commitment  and  a  "good  fit"  to  the  needs  of  the  local 
community.   The  U.S.  should  work  wherever  possible  in  concert  with  other  donor 
country  aid  agencies  and  with  multilateral  development  institutions  such  as  the  World 
Bank  and  the  international  development  banks. 

4.  Outcomes:  Donor  agencies  should  develop  performance  standards  to  measure 
success.   Such  factors  such  as  number  of  borrowers  reached;  savings  generated; 
percentage  of  loans  reaching  women;  and  other  indicators  could  be  used  to  measure 
success  of  microenterprise  programs  and  institutions. 

These  recommendations  build  on  legislative  efforts  that  we  have  sponsored  and 
supported  over  the  past  six  years  and  provide  the  cornerstone  of  a  foreign  aid 
initiative  that  would  command  broad  bipartisan  support  on  Capitol  Hill.   The  success 
of  the  Grameen  Bank  and  other  programs  run  by  organizations  such  as  Catholic 
Relief  Services,  FINCA,  Opportunities  International  and  Accion  Intemacional  -  with 
loan  repayment  rates  of  95%  and  higher  -  rebut  the  "foreign  aid  giveaway"  criticism. 
The  anti-poverty  focus,  reliance  on  market  mechanisms  and  success  in  fashioning 
self-sustaining  economic  development  all  serve  to  re-enforce  the  bipartisan  consensus 
behind  the  worthiness  of  microenterprise  development  programs. 
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In  the  coming  months,  you  will  receive  a  number  of  suggestions  concerning 
the  ftituic  design  of  the  U.S.  foreign  aid  program.   We  want  to  work  with  your 
Administration  to  make  sure  that  any  new  aid  approach  captures  the  full  potential  and 
promise  of  microenterprise  development  as  a  central  component  of  our  post-Cold  War 
foreign  aid  strategy. 

Thank  you  for  your  consideration  of  our  views.    We  look  forward  to  working 
with  you. 

Sincerely, 


■JAMIN  A.  OILMAN,  M.C. 


TONYHALUV.C. 


"felli  EKIERSON,  M.C. 


SLADE  GORTON,  U.S.S. 
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STATEMENT  OF  SAM  GEJDENSON 

CHAIRMAN 

SUBCOMMITTEE  ON  ECONOMIC  POLICY.  TRADE  AND  ENVIRONMENT 

MARK-UP  FOR  FY  94  FOREIGN  AID  AUTHORIZATION 

The  Subcommittee  meets  today  to  mark-up  our  portion  of  the  FY  94  Foreign  Aid 
Authorization,  includinjg  trade  and  aid.  aid  and  international  environment,  and 
non-proliferation,  particularly  as  it  relates  to  export  controls.  On  May  4. 1993,  the 
Subcommittee  held  an  extensive  hearing  on  these  issues  at  which  we  heard  from 
private  and  public  witnesses. 

Pursuant  to  the  directions  of  the  Committee,  the  members  have  before  them  a 
series  of  recommendations  on  these  three  subject  areas.  The  only  exception  to  that  is 
draft  legislation  on  the  Overseas  Private  Investment  Corporation,  put  m  this  form 
due  to  uie  need  for  a  total  rewrite  of  that  legislation  and  its  complexity. 

Let  me  briefly  review  what  we  have  proposed  in  each  of  these  areas.  I  will  then 
open  it  up  for  amendment. 

With  respect  to  trade  and  aid,  we  would  maintain  the  funding  level  for  the  Trade 
and  Development  Agency  of  $65  million  passed  last  year  in  the  Jobs  Through  Exports 
Act.  We  would  add  to  that  $300  million  m  non-earmarked  ESF  funds  to  establish  a 
pilot  program  for  grants  and  loan  guarantees  to  fund  capital  projects. 

Pursuant  to  concerns  expressed  by  Mr.  Rohrabacher.  we  have  also  provided  for  a 
study  on  the  feasibility  of  obtaining  reimbursement  from  companies  which  have 
received  follow-on  work  as  a  result  of  a  TDA  grant. 

As  the  Administration  requested,  we  would  provide  Housing  and  Urban  Programs 
with  an  authorization  of  $16.4  million  to  cover  its  subsidy  costs  for  the  housing 
guarantee  program.  We  would  also  provide  $8.4  million  for  administrative  expenses, 
and  $5  million  for  non-HIG  technical  assistance  and  infrastructure  projects. 

Pursuant  to  concerns  raised  by  Mr.  Roth,  we  provide  for  this  office  to  consider 
raising  its  fees  to  lenders  to  offset  claims. 

We  would  also  establish  a  Microenterprise  Development  Fund  to  promote 
sustainable  financial  and  technical  assistance  institutions  which  serve  the  poor  in  the 
developing  world.  The  resources  of  the  fund  shall  be  leveraged  with  those  in  the 
public  and  private  sector. 

The  fund  would  be  capitalized  at  $130  million  and  have  three  components: 
institutional  development,  credit,  and  research  and  evaluation.  Capital  made 
available  through  grants  would  require  a  matching  component  from  the  recipient. 

Pursuant  to  the  Administration's  request  and  our  longstanding  concerns,  we  would 
eliminate  the  Private  Sector  Investment  Program  and  preclude  new  lending  or 
guarantees  for  FY  94.   This  program  would  also  be  precluded  from  renewing 
guarantee  authority  on  prior  commitments. 

Regarding  aid  and  IM  environment,  consistent  with  the  Administration's  request, 
funding  for  AID's  environment  and  energy  activities  would  be  increased  by  $25 
million  to  a  total  of  $675  million.   AID  would  be  permanently  authorized  to  initiate 
conservation  trust  funds  in  developing  countries  to  provide  a  sustainable  source  of 
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funding  for  conservation  activities.  Also.  AID  would  be  required  to  report  to  the 
Committee  within  two  years  on  its  incorporation  into  AID  activities  of  the  principles 
of  the  Agenda  21  plan  issued  at  the  1992  Earth  Summit  in  Rio  de  Janeiro. 

With  respect  to  the  $50  million  requested  by  the  Administration  £&£  a 
Nnn-Proliferation  and  Disarmament  Bind,  and  consistent  with  this  request,  no  less 
than  $8.1  million  should  be  authorized  for  export  control  related  activities.  These 
funds  would  be  used  primarily  for  export  control  training  to  be  conducted  by  the  U.S. 
Government. 

Will  the  Staff  Director  please  read  the  policy  recommendations? 
-Without  objection,  the  objections  will  be  considered  as  read. 

Are  there  any  amendments? 
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POLICY  REOOMMDIDATZONS  FOR  FOREIGN  ASSISTANCE  FT  94 
I.    TRADE  AND  AID 

A.  THE  OVERSEAS  PRIVATE  INVESIMBIT  CORPORATION  (OPIC) 
0    (See  attached  legislative  text) 

B.  THE  TRADE  AND  DEVELOPMENT  AGENCY  (TDA) 

0    The  funding  levels  for  TDA  in  the  Jobs  Through  Exports  Act  for 
fiscal  year  1994  of  $65  million  shall  be  retained. 

0    A  pilot  program  shall  be  established  within  the  TDA  entitled  the 
"Capital  Projects  Program",  funded  with  $300  million  from  non-earmarked 
Economic  Support  Funds.   TDA  shall  establish  a  guarantee  program  to 
further  leverage  its  support  of  capital  projects.  TDA  shall  increase 
its  staff  by  no  more  than  20  individuals  to  competently  staff  this  new 
pilot  program. 

0    TDA  shall  use  its  grant  and  guarantee  authority  under  the  pilot 
program  to  create  unique  financing  mechanisms  such  as  completion 
guarantees  and  back-end  guarantees  in  order  to  fill  the  "export  finance 
gaps"  experienced  by  exporters.   To  the  greatest  extent  possible, 
grants  and  guarantees  should  be  tied  to  U.S.  procurement  (consistent 
with  O.E.C.D.  guidelines). 

0    TDA  shall  investigate  the  feasibility  of  obtaining  reimbursement 
from  grantees  which  have  received  follow-on  work  as  a  result  of  an 
original  TDA  grant.   The  study  shall  consider  the  amount  of  the  follow 
on  business  in  relation  to  the  size  of  the  grant.  If  reimbursement  is 
feasible,  such  funds  shall  be  retained  by  TDA  and  shall  not  be  returned 
to  the  Treasury.  The  funds  shall  be  used  to  offset  the  cost  of  TDA's 
grant  programs. 

C.  THE  HOUSING  AND  URBAN  PROGRAMS  OFFICE 

0    This  office  shall  be  provided  with  an  authorization  of  $16,407 
million  for  FY  94  to  cover  the  subsidy  cost  for  a  worldwide 
(non-Israel)  housing  guarantee  program  (HIG)  level  of  $110  million.  The 
office  shall  be  further  provided  with  an  authorization  of  $8,407 
million  for  administrative  expenses.  The  Subcommittee  directs  the 
office  to  operate  the  HIG  program  in  fewer  countries,  if  necessary,  in 
order  for  the  program  to  operate  in  poorer  countries  (poorer  countries 
require  a  higher  subsidy  allotment) .  The  overall  ceiling  for  all 
obligations  shall  not  exceed  $3  billion. 

0    A  separate  authorization  of  $5  million  shall  be  provided  to  this 
office  for  non-HIG  programs.  Currently,  the  Housing  office  offers  a 
number  of  technical  assistance  services  and  infrastructure  programs 
that  are  not  guarantee  related.  These  programs  are  directly  associated 
with  sustainable  and  sound  development  policy  such  as  waste  collection, 
sewage  treatment  and  water  purification. 

0    The  office  shall  consider  raising  its  fees  to  lenders  for  housing 
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guarantees  in  an  effort  to  offset  claims. 

0.    MICROENTERPRISE  POLICY  RECOMMENDATIONS 

0    There  shall  be  established  within  AID  a  centrally  managed 
Microenterprise  Development  Fund.  The  purpose  of  the  Fund  shall  be  to 
catalyze  the  development  of  sustainable  financial  and  technical 
assistance  institutions  which  serve  the  poor  in  the  developing  world. 
The  resources  of  the  fund  shall  be  leveraged  with  those  of  U.S.  private 
voluntary  organizations,  other  donor  nations,  multilateral  development 
banks,  private  investors,  local  governments  and  local  community  funds. 

0    The  resources  of  the  Fund  shall  be  primarily  channeled  through 
U.S.  private  voluntary  organizations,  credit  unions,  local 
non-governmental  organizations  and  other  grassroots  organizations  which 
have  demonstrated  a  capacity  to  develop  locally  sustainable 
microenterprise  service  institutions.  Accordingly,  the  Fund  shall  be 
managed  through  an  office  of  AID  with  strong  linkages  to  the  private 
voluntary  sector. 

0    The  Fund  shall  have  three  components:  institutional  development, 
credit,  and  research  and  evaluation.  No  more  than  5%  of  the  fund  should 
go  to  research  and  evaluation.  Of  the  credit  portion  of  the  Fund,  one 
half  shall  go  to  poverty  lending  (loans  of  $300  or  less,  with  initial 
loans  of  $150  or  less) .  The  other  half  of  the  capital  portion  of  the 
fund  should  have  no  loan  cap  restriction.  The  Fund  shall  be  capitalized 
at  $130  million.  Sixty  percent  of  borrowers  should  be  women. 

0    Capital  made  available  through  grants  shall  require  a  matching 
component  from  the  recipient  organization  in  the  form  of  loans,  grants 
or  savings  generated  from  non-AID  sources.  AID  shall  be  authorized  to 
facilitate  negotiations  between  these  institutions  and  the  Multilateral 
Development  Banks  for  additional  lines  of  credit. 

0    The  institutional  development  component  of  the  Fund  shall  be  used 
to  finance  the  institutional  development  activities  of  private 
voluntary  organizations,  credit  unions,  local  non-governmental 
organizations  and  other  grassroots  organizations.  This  component  shall 
also  finance  required  training  and  technical  assistance. 

0    Of  the  5%  of  the  Fund  devoted  to  research  and  evaluation,  AID 
shall  develop  a  program  which  will  evaluate  project  performance  of  all 
practitioners  in  this  program,  document  "lessons  learned"  and  research 
how  microenterprise  can  be  improved.  Project  evaluation  of  those 
practitioners  receiving  funding  for  poverty  lending  shall  include  data 
showing  that  initial  loans  are  $150  or  less  and  that  no  loans  are  over 
$300.  Program  evaluation  shall  also  assess  the  total  value  of  loans  and 
other  services  which  a  recipient  institution  generates  relative  to  the 
value  of  AID  funding  invested  in  the  institution's  operating  expenses 
and  overhead. 

E.    PRIVATE  SECTOR  INVESTMENT  PROGRAM 

0    The  Private  Sector  Investment  Program  shall  be  eliminated.  No  new 
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landin?  or  9uuran1:M  authority  for  fiscal  yoar  19»4  shall  bs  providsd. 

0    Tha  PSIP  shall  b*  prohibitad  fros  ranawinq  gvarancaa  authority  on 
prior  coBBitBonts. 

II.   eHVIHOMilBIT 

0    Consistant  with  tha  Adainistration's  requast,  funding  for  AID'S 
•nvironaant  and  anargy  activitias  ahall  ba  incraasad  by  $25  Billion  to 
a  total  of  $675  Billion. 

0    AID  shall  ba  paraanantly  authorizad  to  initiata  eonsarvation  trust 
funds  in  appropriata  davaloping  countrias  in  ordar  to  provida  a 
sustainabla  sourca  of  funding  for  eonsarvation  activitias. 

0    In  ordar  to  rasters  U.S.   laadarship  on  tha  issua  of  global  eliaata 
changa,  AID  should  incraasa  its  support  for  anargy  affieianey  and 
ranewabla  anargy  projacts  in  tha  davaloping  world.  AID  shall  continua 
to  ba  raquirad  undar  tha  Foraign  Assistanca  Act  to  undartaka  such 
projacts. 

0    AID  should  incraasa  tha  nuabar  of  diract-hira  staff  in  AID 
sissions  and  in  tha  ragional  buraaus  with  anvironaant  and  anargy 
axpertisa  in  ordar  to  incraasa  tha  quality  and  quantity  of  AID  assistad 
anvironaant  and  anargy  projacts.  AID  shall  achiava  this  goal  by  using 
its  axisting  authority  to  hira  staff  using  prograa  funds  and  by 
changing  its  racruitaant  pattams,  and  ahall  raport  to  Congrass  within 
cvo  yaars  on  tha  rasults  of  its  af forts  to  achiava  this  goal. 

0    In  racognition  of  tha  iaportanca  of  tha  Aganda  21  plan  issuad  at 
the  1992  Earth  Suaait  in  Rio  da  Janairo,  AID  shall  raport  to  tha 
Cocaittee  within  two  yaars  on  its  incorporation  of  Aganda  21  principles 
into  AID  activitias. 


III.  NON-PROLIFERATION 

0  Of  the  $50  million  requested  by  the  Administration  for  a  Non-Proliferation  and 
Disarmament  Fund,  no  less  than  S8.1  million  (also  as  reauested  by  the 
Administration),  should  be  authorized  for  export  control  related  activities. 

0  The  S8.1  million  should  be  used  primarily  for  export  control  training  to  be 
conducted  for  foreign  governments  by  the  Departments  of  Gjmmerce,  State.  Defense, 
and  Energy  and  the  Arms  Control  and  Disarmament  Agency.  It  should  also  be  used 
to  improve  the  harmonization  of  other  nation's  non-proliferation  policies  with  US. 
policies:  to  provide  financial  and  technical  asnstanoe  to  enforcement  organizations  in 
the  Former  Soviet  Union  and  Eastern  European  countries  to  stem  the  potential  for 
smuggling  of  nuclear  materials  out  of  the  I^U  and  Eastern  Europe;  and  to  conduct 
technical  studies  to  improve  the  effectiveness  of  the  multilateral  export  control 
regimes  including  the  Nuclear  Suppliers  Group,  the  Missile  Technology  Control 
Regime,  and  the  Australia  Group. 
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1  TITLE ^—OVERSEAS  PRIVATE 

2  INVESTMENT  CORPORATION 

3  SEC.  _01.  SHORT  TITLE. 

4  Tliis  title  maj'  be  cited  as  the  "Ox-erseas  Pri\'ate  In- 

5  vestment  Corporation  Amendments  Act  of  1993". 

6  SEC.  _02.  REAUTHORIZATION  OF  CORPORATION. 

7  (a)  In  General. — Title  IV  of  chapter  2  of  part  I 

8  of  the  Foreign  Assistance  Act  of  1961  (22  U.S.C.  2191 

9  and  foDo^ving)  is  amended  to  read  as  folloAvs: 

10  **TITLE  IV— OVERSEAS  PRIVATE 

1 1  INVESTMENT  CORPORATION 

12  "SEC.  231.  PURPOSE  AND  POUCY. 

13  "(a)  Purpose. — The  Overseas  Pi-ivate  Livestment 

14  Corporation  .shall  be  an  agency  of  the  United  States  under 

15  tlie  foi-eign  policy  guidance  of  the  Secretaiy  of  State.  The 

16  pm-jjose  of  the  Corporation  is  to  promote  sustainable  eco- 

17  noinic  de\elopment  in  developing  countries  and  areas,  and 

18  countries  in  transition  from  noiunarket  to  market  econo- 

19  niies,  by  mobilizing  and  facilitating  the  participation  of  the 

20  United  States  private  sector. 

21  "(b)    ELiorBiLiTY    Criterl\   for   Participating 

22  Countries  xsd  Areas. — 

23  "(1)  In  GENERAL. — Countries  or  areas  \vitliin 

24  countries  may  be  eligible  to  receive  insurance,  rein- 
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1  sura  nee.  fimuiemg.  or  other  miaiicial  suppoit  fi-om 

2  the  Coii>oration  if — 

3  "(A)    that    countiy    has    established    dip- 

4  lomatic  relations  with  tlie  United  States; 

5  "(B)  tloat  countT}'  or  area  is  a  developing 

6  country-  or  area,  or  a  countiy-  in  transition  fi*om 

7  a  nonmai'ket  to  market  economy;  and 

8  "(C)  that  country'  respects  internationally 

9  recognized  human  rights. 

10  "(2)  Preference  for  certain  countres. — 

11  The  Coi-poration  shall,  in  conducting  its  acti\'ities, 

12  give  preference  to  countries  with  per  capita  incomes 

13  of  $1,196  or  less  in  1991  United  States  dollars;  and 

14  restrict  its  acti^^ties  in  countri-?s  \"rith  per  capita  in- 

15  comes  of  $5,190  or  more  in  1991  United  States  dol- 

16  lars  (otlir-r  thnn  countries  desiimated  as  beneficiiuy 

17  countries  under  section  212  of  the  Caribbean  Basin 

18  Economic  Recoven-  Act). 

19  "(3)  Exception. — In  a  ca.se  in  wliich  a  countrj- 

20  in  wliich  the  Corporation  is  eouducting  acti\ities  no 

21  longer  meets  the  cnteria  set  forth  in  paragraph  (1), 

22  the  Cori>o ration  may  continue  to  operate  its  pro- 

23  gi-ams  in  that  countiy,  but  shall  not  extend  any  new 

24  msurance,  reinsurance,  or  financing  ^vith  respect  to 

25  projects  in  wliich  tlie  government  of  that  countrj'  is 
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1  involved  a.s  a   paitner,   sluu-eholder,   dii-ector.  inan- 

2  ager,  or  othenvise. 

3  "(C)    GUIDEUNES    FOR    ACTmTIES   OP   OPIC. — In 

4  earning     out     its     purpose,      the     Corporation     shall 

5  undertake — 

6  "(1)  to  conduct  insurance,  reinsurance,  and  fi- 

7  nancing  operations  on  a  self-sustaining  basis,  taking 

8  into  account  in  its  financing  operations  the  economic 

9  and  financial  soundness  of  projects; 

10  "(2)  to  utilize  private  credit  and  investment  in- 

11  stitutions  and  the  Corporation's  guarantee  autlioritj' 

12  as  the  pi-incipal  means  of  mobilizing  capital  jnvest- 

13  ment  funds; 

14  "(3)  to  broaden  private  participation  by  selling 

15  its  direct  investments  to  private  investors  whenever 

16  it  can  api>roi)riately  do  so  on  satisfactory-  terms; 

17  "(4)  to  conduct  its  insurance  operations  \vith 

18  due  regard  to  principles  of  risk  management,  includ- 

19  ing  efforts  to  share  its  insurance  risks  and  reinsur- 

20  ance  risks; 

21  "(5)  to  consider  in  the  conduct  of  its  operations 

22  the  extent  to  which  tlie  goverimients  of  eligible  coun- 

23  tries   ai*c   receptive   to  private   enterprise,   domestic 

24  and   foreign,    and   their   %villingness   and   abilit}'  to 

25  maintain  conditions  which  enable  private  enterprise 


219 


1  to   JUiake    its   full   contribution   to   the   development 

2  process; 

3  "(6)  to  foster  private  initiative  and  competition 

4  and  discourage  monopolistic  practices; 

5  "(7)  to  fiirther  to  the  greatest  degree  possible, 

6  in  a  manner  consistent  with  its  goals,  the  balance- 

7  of-payments    and    emplojinent    objectives    of    the 

8  United  States; 

9  "(8)  to  consider  in  the  conduct  of  its  operations 

10  the  extent  to  which  the  governments  of  ehgible  coun- 

11  tries  respect  human  rights,   labor  rights,   and  the 

12  need  to  support  sound  emironmental  practices  and 

13  pohcies; 

14  "(9)  to  conduct  its  activities  in  consonance  with 

15  the    interaationeil   trade,   investment,    and   financial 

16  policies  of  tlie  United  States  Government,   and  to 

17  .seek  to  support  those  developmental  projects  hav-ing 

18  positive  ti-ade  benefits  for  the  United  States;  and 

19  "(10)  to  adrise  and  assist,  >ritliin  its  field  of 

20  competence,  interested  agencies  of  the  United  States 

21  and  other  organizations,  both  public  and  private,  na- 

22  tional  and  international,  with  respect  to  projects  and 

23  progr.'ims  relating  to  the  develojjment  of  private  en- 

24  t^rprise  in  eligible  countries  and  areas. 
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1  "SEC.  232.  STOCK  OF  THE  CORPORATION;  ORGA>fIZATION 

2  AND  MANAGEMENT. 

3  "(a)  Stock. — The  Secretan-  of  tlie  Treasmx  sliall 

4  hold  the  capital  stock  of  tiie  Corporation. 

« 

5  "(b)  Structure  op  the  Corporation. — The  Cor- 

6  poration  sliall  liave  a  Board  of  Directors,  a  President,  an 

7  Executive  Mce  President,  and  such  other  officers  and  staff 

8  as  the  Board  of  Directors  may  determine. 

9  "(c)  Board  of  Directors. — 

10  "(1)    In    general. — ^All    powers   of  the    Cor- 

11  poration  shall  vest  in  and  be  exercised  by  or  under 

12  the  autliorit}'  of  its  Board  of  Directors  (hereijiafter 

13  in  tliis  title  referred  to  as  'the  Board')  which  shall 

14  consist  of  15  Directors  (including  the  Giair.  the  Ex- 

15  ecutive  Vice  Chair,  and  tlie  Vice  Giair),  ^ntll  S  Di- 

16  rectoi-s  coiLStitxiting  a  quoioun  for  the  transaction  of 

17  busmess. 

18  "('2i  COMI'OSITIO.N'  OF  the  BOARD. — 

19  "(A)    Chair.— The    Chaii-    of  the    Board 

20  shall  be  the  President  of  the  Coq)oration,   ex 

21  officio. 

22  "(B)  Executh-e  mce  chair. — The  E.kcc- 

23  utive  Vice  Chair  of  the  Boaid  shall  be  the  Ad- 

24  ministrator  of  tlie  Agency  for  International  De- 

25  velopment,  ex  officio. 
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1  -(C)  Vice  chair. — The  Mce  Cliair  of  the 

2  Board  shall  be  tlie  United  States  Trade  Rep- 

3  resentative,  ex  officio,  or,  if  so  designated  by 

4  the  United  States  Trade  Representati\'e,  a  Dep- 

5  ut\'  United  States  Trade  Representati\'e. 

6  "(D)  Public  sector  directors. — (i)  In 

7  addition  to  the  directors  provided  for  in  sub- 

8  paragraphs  (A),  (B),  and  (C),  four  Directors 

9  -vvho  are  officers  or  employees  of  the  Govem- 

10  ment  of  the  United  States,  including  an  officer 

1 1  or  employee  of  the  Department  of  Labor,  shall 

12  be  designated  by  and  shall  serve  at  the  pleasure 

13  of  the  President  of  the  United  States. 

14  «'(ii)  The  Directors  designated  under  this 

15  .subparagi-aph  shall  receive  no  additional  com- 

16  pen.sation  by  \-imie  of  then-  senice  as  such  a 

17  Directx)r. 

Ig  -(E)    Prh-ate    ^>ector    directors. — (i) 

19  Eight  Diiectors  who  are  not  officei-s  or  employ- 

20  ees  of  the   Government   of  the   United   States 

21  shall  be  appointed  by  the  President  of  the  Unit- 

22  cd  States,  by  and  \\-itli  the  ad\-ice  and  consent 

23  of  the  Senate. 

24  Of  these,  at  least— 
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1  "(I)  one  shall  be  exi)erienced  iii  small 

2  business, 

3  "(11)  one  shall  be  exijehenced  in  orga- 

4  nized  labor, 

5  "(HI)  one  shall  be  experienced  in  co- 

6  operatives,  and 

7  "(rV)  one  shall  be  experienced  in  so- 

8  cial  and  economic  development  issues. 

9  "(ii)   Each  Director  appointed  under  this 

10  subparagraph  shall  be  appointed  for  a  term  of 

11  not  more  than  3  j'ears.  The  terms  of  not  more 

12  than  3   such  Directors  shall  expire  in  an}'   1 

13  year.  Such  Dii-ectors  shall  ser\'e  until  their  suc- 

14  cessors  are  appointed  and  qualified  and  may  be 

15  reappointed  to  subsequent  terms. 

16  "(iii)  Each  Dii-ector  appointed  under  tliis 

17  subparagraph  shall  be  compensated  at  the  daily 

18  equivalent  of  the  amiual  rate  of  pay  in  effect 

19  for  level  IV  of  the  Executive   Schedule  under 

20  section  531-5  of  title  5,  United  States  Code,  for 

21  each  day  (including  travel  time)  during  wliich 

22  such  Dii-ector  is  actually  engaged  in  tlie  busi- 

23  ness  of  the  Corporation,  and  may  be  paid  travel 

24  or  transpoi-tation  expenses  to  the  extent  author- 

25  ized  for  employees  sen-ing  intermittently  in  the 


223 


1  Goveriunent  senice  under  section  5703  ot  title 

2  5,  United  States  Code.  Any  siich  Director  may 

3  waive  any  such  compensation. 

4  "(d)    AppoINTME^^T    op    the    PREsroENT.— The 

5  President  of  the  Corporation  shaJl  be  appointed  by  the 

6  President  of  the  United  States,  by  and  ^vitll  the  ad^^ce 

7  and  consent  of  the  Senate,  and  shall  sen-e  at  the  pleasure 

8  of  the  President.  In  making  such  appointment,  the  Presi- 

9  dent  shall  take  into  account  the  pri^-ate  business  experi- 

10  ence  of  tlie  appointee.  The  President  of  the  Corporation 

1 1  shall  be  its  Chief  Executive  Officer  and  shall  be  respon- 

12  sible   for  the   operations   and  management   of  the   Cor- 

13  poration,  subject  to  bj'laws  and  pohcies  established  by  tlie 

14  Board. 

15  "(e)  Officers  and  Staff. — 

15  "(1)  EXECUTR-E  MCE  PRES^IDEXT.— The  Exec- 

17  utive  Vice  President  of  tlie  Coiporation  shall  be  ap- 

18  pointed  by  the  President  of  the  United  States,  by 

19  "and  ^nth  the  ad^•ice  and  consent  of  the  Senate,  and 

20  shall  sene  at  the  pleasiu-e  of  the  President. 

21  "(2)  Other  officers  -\xd  staff. — (A)  The 

22  Coiporation   may   appoint   such   other   officei-s   and 

23  such  employees  (including  attomej-s)  and  agents  as 

24  the  Coiporation  considers  appropriate. 


224 

1  "(B)  The  officers,  employees,  and  agents  ap- 

2  pointed  under  tliis  subsection  shall  have  such  func- 

3  tions  as  the  Coi-poi-ation  maj'  detemiine. 

4  '*(C)  Of  the  officers,  employees,  and  agents  ap- 

5  pointed  under  this  paragraph,  20  may  be  appointed 

6  witliout  regard  to  tlie  pro\'isions  of  title  5,  United 

7  States  Code,  governing  appointments  in  the  competi- 

8  tive  sen-ice,  may  be  compensated  without  regard  to 

9  the  proA-isions  of  chapter  51  or  subchapter  DI  of 

10  chapter  53  of  such  title,  and  shall  serve  at  the  pleas- 

1 1  ure  of  the  Corporation. 

12  "(D)  Under  such  regulations  as  tlie  President 

13  maj'  prescribe,  any  indi\'idual  appointed  under  sub- 

14  paragi-aph  (C)  may  be  entitled,  upon  removal  (except 

15  for  cause)  fii'om  the  position  to  wliich  the  appoint- 

16  ment  was  made,  to  reinstatement  to  the  posirion  oc- 

17  cupied  by  that  indi^^dual  at  tlie  time  of  appointment 

1 8  or  to  a  position  of  comparable  grade  and  pay. 

19  "SEC.     233.     INVESTMENT    INSURANCE,     FINANCING,    AND 

20  OTHER  PROGRAMS. 

21  ''(a)  LVX'ESTMENT  IXSl'RANCE. 

22  '•(!)  Risks  for  which  in.suraxce  issued. — 

23  The   Corporation  is  authorized  to  issue   insurance, 

24  upon  such  terms  and  conditions  as  the  Coiporation 

25  may  determine,  to  eligible  investors  assuring  protec- 
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1  tion  ill  whole  or  in  part  against  any  or  all  of  the  t'ol- 

2  iou-ing  risks  ^vith  respect  to  projects  wliieh  the  Cor- 

3  poration  has  approved: 

4  "(A)     Inabilitj'    to    convert    into    United 

5  States   dollars   other  currencies,   or  credits   in 

6  such  cun-encies,  received  as  earnings  or  profits 

7  fi-om  the  approved  project,  as  repavment  or  re- 

8  turn  of  the  investment  in  the  project,  in  whole 

9  or  in  pai-t,  or  as  compensation  for  tlie  sale  or 

10  disposition  of  all  or  any  part  of  the  investment. 

11  "(B)   Loss  of  investment,  in  whole  or  in 

12  part,  in  the  approved  project  due  to  expropria- 

13  tion  or  confiscation  by  action  of  a  foreign  gov- 

14  eminent. 

15  '-(C)  Loss  due  to  war.  revolution,  insurrec- 

16  tion.  or  ciA-il  strife. 

17  "(D)    Loss    due    to   business   intei-ruption 
Ig  caused  by  any  of  the  risks  set  forth  in  sub- 

19  pai-agi-aplis  (A),  (B),  and  (C). 

20  "(2)  Risk  sharing  arraxgemexts  \mth  for- 

21  eigx  go\'ern'ments  axd  multtlater.\l  orgakiza- 

22  TIOXS. — Recognizing  that  major  private  investments 

23  in  eligible  countries  or  areas  are  I'ften  made  by  en- 

24  terprises  in  wliich  there  is  multinational  participa- 

25  tion,  including  significant  United  States  private  par- 
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1  ticipation.  the  Corporation  may  make  airangements 

2  \vith  foreign  governments  (including  agencies,  instru- 

3  mentalities,   and  political   subdi^isions  tliereof)   and 

4  Nvith  multilateral  organizations  and  institutions  for 

5  sharing  liabilities  assumed  under  investment  insur- 

6  ance  for  such  investments  and  may.  in  comiection 

7  ^vith  such  arrangements,  issue  insurance  to  investors 

8  not  otherwise  eligible  for  insurance  under  this  title, 

9  except  that — 

10  "(A)  liabilities  assumed  by  the  Corporation 

11  under  the  autliority  of  this  paragraph  sliall  be 

12  consistent  ^^^th  the  purposes  of  tliis  title,  and 

13  "(B)  the  maximum  shai-e  of  liabilities  so 

14  assimied  shall  not  exceed  the  proportionate  par- 

15  ticipation  by  eligible  investors  in  the  project. 

16  "lol    iL\XDirM    CONTINGENT    LL\BILITY    WITH 

17  RESPECT  TO  SINGLE  IN'A'ESTOR. — Xot  more  than  10 

18  iierci'iit  of  the  maximum  contingent  liability  of  in- 

19  vestment   insunmce  wliich  the   Coiijoration  is  per- 

20  mitted  to  have  outstanding  under  section  2.35(a)(1) 

21  shall  be  issued  to  a  single  investor. 

22  ••(4)    Reports   on   insurance   issued   for 

23  BusiN'ESS  interruption  or  ctvtl  strife. — (A)  In 

24  each  instance   in  which  a   significant  exi^ansion  is 

25  proposed  in  the  tjpe  of  risk  to  be  insm-ed  imder  tlie 
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1  detuiition  of  *cn-il  strife"  or    business  interniption', 

2  tlie  Con'oration  sliall,  at  least  60  daj-s  before  such 

3  insurance   is  issued,   submit   to  the   Coinjnittee   on 

4  Foreign  Affairs  and  the  Committee  on  Appropria- 

5  tions  of  the  House  of  Representati^•es  and  the  Com- 

6  mittee  on  Foreign  Relations  and  the  Committee  on 

7  Appropriations  of  the  Senate  a  report  vrith  respect 

8  to  such  insurance. 

9  "(B)  Each  such  report  shall  include  a  thorough 

10  analj-sis    of  the   risks    to   be   covered,    anticipated 

11  losses,  and  proposed  rates  and  reserves  and,  in  the 

12  case  of  insurance  for  loss  due  to  business  int«rrup- 

13  tion.  an  explanation  of  the  unden\Titing  basis  upon 

14  wliich  the  insui*ance  is  to  be  offered. 

15  "(C)  Any  such  report  \vith  respect  to  insiu-ance 

16  for  loss  due  to  busuiess  interniption  .shall  be  consid- 

17  ered  in  accordance  \vith  the  procedures  applicable  to 

18  reprogianuiiing    notifications    pursuant    to    section 

19  634A. 

20  "(b)  In-v-estment  Gr.\R.\NTEES. — 

21  "(1)  Authority. — The  Corporation  is  author- 

22  i/ed  to  issue  to  eligible  investors  guaiantees  of  loans 

23  and  other  investments  made  by  such  investors  assur- 

24  ing  against  loss  due  to  such  risks  and  upon  such 


228 


1  terms  and  conditions  as  the  Corporation  may  deter- 

2  mine,  subject  to  paragraplis  (2).  (3),  and  (4). 

3  ''(2)  Guarantees  on  other  than  loan  in- 

4  \'ESTMENTS. — ^A  guarantee  issued  under  paragraph 

5  (1)  on  other  tlian  a  loan  investment  maj'  not  exceed 

6  75  percent  of  such  investment. 

7  "(3)  Limit  on  amount  of  da'estment  guar- 

8  ANTEED. — Except   for   loan  investments   for  credit 

9  imions  made  b}'  eUgible  credit  unions  or  credit  union 

10  associations,   the   aggregate  amount  of  investment 

11  (exclusive  of  interest  and  earnings)  for  wliich  guar- 

12  antees  are  issued  under  paragraph  (1)  with  respect 

13  to  any  project  shall  not  exceed,  at  the  time  of  issu- 

14  ance  of  any  such  guarantee.  75  percent  of  the  total 

15  investment  committed  to  any  such  project  as  deter- 

16  mined  by  the   Coqioration.   Such  determination  by 

17  the  Coiporation  shall  be  conclusive  for  puq)oses  of 

18  the  Corporation's  authority  to  issue  any  such  guar- 

19  antee. 

20  "(4)    ^L\XlM^M    CONTINGENT    LL\BILITY    WITH 

21  RE.-^I'ECT  TO  SINGLE  INVESTOR. — Xot  more  than  15 

22  percent  of  the  maximum  contingent  liabilit}'  of  in- 

23  vestment  guarantees  which  the  Coi-poration  is  per- 

24  mitted  to  have  outstanding  under  section  235(a)(2) 

25  may  be  issued  to  a  single  investor. 
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1  "(c)  Direct  Lv\-ESTMENT. — 

2  "(1)  Ix  GENERAL. — Tlie  Corporation  is  author- 

3  ized  to  make  lomis  in  United  States  dollars,  repay- 

4  able  in  dollars,  and  to  make  loans  in  foreign  cur- 

5  rencies,  to  firms  priA-ately  o^vned  or  of  mixed  pri^'ate 

6  and  public  o^Tnel'sllip,  upon  such  terms  and  condi- 

7  tions  as  the  Corporation  may  determine.  Loans  may 

8  be  made  vmder  this  subsection  only  for  projects  that 

9  are    sponsored   bj'   or    significantly   invoke   United 

10  States  small  business  or  cooperatives. 

11  ''(2)  Use  of  loan  for  ne^'  technologies, 

12  PRODUCTS,    or    services. — The    Corporation    may 

13  designate  up  to  25  percent  of  any  loan  under  this 

14  subsection  for  use  in  the  development  or  adaptation 

15  in  the   United  States  of  new  teclmologies  or  new 

16  produet.s   or   senices    that    are   to   be   used   in   the 

17  jiroject  for  wliich  the  loan  is  made  and  are  likeh'  to 

18  contribute  to  the  economic  or  social  development  of 

19  eligible  comitries  or  ai'eas. 

20  "(d)    Ix\'EST>rENT    Encouragement. — The    Cor- 

21  jioration  is  authorized  to  initiate  and  support  tlu-ough  fi- 

22  namial  jiailicipation.  incentive  ^ant,  or  otlienvise,  and  on 

23  such  terms  and  conditions  as  the  Coi-poration  may  deter- 

24  mine,  the  identification,  assessment,  siu-\'e\Tng,  and  pro- 

25  motion  of  private  investment  opportunities,  using  wher- 
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1  ever  feasible  and  effecti\e  the  facilities  of  private  iiivestoi'S. 

2  except  tliat  the  Coi-poration  sliaJl  not  finsmce  any  suney 

3  to  asceitain  the  existence,  location,  extent,  or  qualitj-  of 

4  oil  or  gas  resoxxrces. 

5  "(e)  Special  Activities. — The  Corporation  is  au- 

6  thorized  to  administer  and  manage  special  projects  and 

7  programs,  including  programs  of  financial  and  advisory 

8  support,  which  provide  private  technical,  professional,  or 

9  managerial  assistance  in  tlie  development  of  human  re- 

10  sources,  skills,  teclmology,  capital  savings,  intermediate  fi- 

1 1  nancial  and  investment  institutions,  and  cooperatives.  The 

12  funds  for  these  projects  and  programs  maj-,  vvith  the  Cor- 

13  poration's  concuirence,  be  transferred  to  it  for  such  pur- 

14  poses  under  the  authority'  of  section  632(a)  or  fi-om  other 

15  .soiu'ces.  public  or  private. 

16  '(f)  Otiizr  Insuraxce  Functions. — 

17  "(1)      In      general. — The      CoriDoration      is 

18  authorized — 

19  '(A)  to  make  and  carrj'  out  contracts  of 

20  insurance  or  reinsurance,  or  agi-eements  to  as- 

21  sociate  or  share  risks,  ^^ith  insurance  compa- 

22  nios,   financial  institutions,   anv'  other  pei-sons, 

23  or  gi-oups  thereof,  and 

24  "(B)  to  emploj'  such  insurance  companies, 

25  financial  uistitutions,  other  pei-sons,  or  groups. 
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1  where  appropriate,  as  its  agent,  or  to  act  as 

2  tlieir  agent,  in  the  issuance  and  senicing  of  in- 

3  surance,  the  adjustment  of  claims,  the  exercise 

4  of  subrogation  rights,  the  ceding  and  accepting 

5  of  reinsurance,  and  in  any  other  matter  incident 

6  to  an  insurance  business, 

7  except  that  such  agreements  and  contracts  shall  be 

8  consistent  ^vith  the  purposes  of  the  Corporation  set 

9  forth  in  section  231  and  shall  be  on  equitable  terms. 

10  "(2)  Risk-sharing  agreements. — The  Cor- 

11  poration  is  authorized  to  enter  into  pooling  or  other 

12  risk-sharing   agreements   Avitli   multinational   insur- 

13  ance  or  financing  agencies  or  groups  of  such  agen- 

14  cies. 

15  "(.3)  0^^•NERSHIP  interest  rs  risk-sharing 

16  ENTITIES. — The   Corporation   is  authorized  to   hold 

17  an  ov-nersliip  interest  in  any  association  or  otlier  en- 

18  tit}-  estabhshed   for  the   purposes  of  sharing  risks 

19  luider  investment  insurance. 

20  "(4)  Reinsurance  of  certain  uabilities. — 

21  The  Corporation  is  authorized  to  issue,  upon  such 

22  terms  and  conditions  as  it  may  determine,  reinsui-- 

23  ance    of   liabilities    assumed   by   other   insiu-ers    or 

24  groups  thereof  ^vith  respect  to  risks  referred  to  in 

25  subsection  (a)(1). 
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1  -(5)     Ldutation     on     relvsurance. — The 

2  amount  of  reinsurance  of  liabilities  under  tliis  title 

3  wliich  the  Corporation  may  issue  sliall  not  in  the  ag- 

4  gregate  exceed  at  any  one  time  an  amount  equal  to 

5  the  amount  authorized  for  tlie  maximum  contingent 

6  habihty  outstanding  at  any  one  time  xinder  section 

7  235(a)(1).  All  reinsurance  issued  by  the  Corporation 

8  under  this  subsection  shall  require  that  the  rein- 

9  sm*ed  partj'  retain  for  liis  or  her  o\rn  account  speci- 

10  fied  portions  of  liabiht>',  whether  first  loss  or  other- 

11  wise. 

12  "(6)   ENHANaNG  PRIVATE  POLITICAL  RISK  IN- 

13  SURAKCE  INDUSTRY. — 

14  "(A)  Cooperatht:  programs. — In  order 

15  to  encourage  gi-eater  availabilit}'  of  political  risk 

16  iiLsurance  for  eligible  inve.stors  by  eiilianciiig  the 

17  private  political  risk  insnrajice  industr^•  in  the 

18  United  States,  and  to  the  extent  consi-steut  \uth 

19  tliis  title,  the  Corporation  shall  undertake  pro- 

20  gi-ams  of  cooperation  with  .such  industry-,  and  in 

21  connection  with  such  progi-anis  may  engage  in 

22  the  follo\\Tng  acti\ities: 

23  ''(i)  Utilizing  its  statutoiy  autliorities, 

24  encourage  tlie  development  of  associations. 
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1  pools,  or  consortia  of  United  States  private 

2  political  risk  insurers. 

3  "(ii)   Share   insui-ance  risks  (tluough 

4  coinsurance,  contingent  insurance,  or  other 

5  means)  in  a  manner  that  is  conduci\'e  to 

6  the  giwTth  and  development  of  the  private 

7  political    risk    insurance    industry'   in    the 

8  United  States. 

9  "(iii)  Notvvitlistanding  section  237(e), 

10  upon  the  expiration  of  insurance  p^o^^ded 

11  bj'    the    Corporation    for    an    investment, 

12  enter    into    risk-sharing    agreements   with 

13  United  States  private  political  risk  insurers 

14  to  insiu-e  any  such  in^•estment;  except  that. 

15  in  cooperating  in  the  offering  of  insiu-aiice 

16  undfi-   tliis   clause,    the    Corporation   shidl 

17  not  ass\une  re.sponsibilit}-  for  more  than  50 

18  percent  of  the  insurance  being  offered  in 

19  each  separate  transaction. 

20  "(B)  Admsory  group. — 

21  "(i)     Establishment     and     >rEM- 

22  BEKSHLP. — The  Coqjoratiou  shall  establish 

23  a  group  to  ad\ise  the  Coi-poration  on  the 

24  development  and  implementation  of  the  co- 

25  operative  progi-ams  under  this  pai-agraph. 
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1  The  grouii  shall  be  appointed  by  the  Board 

2  aiid  shall  be  composed  of  up  to  12  mem- 

3  bers,  iiicludiiig  tlie  tbllowmg: 

4  "(I)   Up  to  7  persons  from  the 

5  private  pohtical  risk  insm-ance  indus- 

6  try,  of  whom  no  fewer  than  2   shall 

7  represent  pri\'ate  pohtical  risk  insur- 

8  ers,  1  shall  represent  private  pohtical 

9  risk  reinsurei"s.  and  1  shall  represent 

10  insurance    or    reinsurance    brokerage 

11  firms. 

12  '"(11)  Up  to  4  persons,  other  than 

13  persons    described    in    subclause    (I), 

14  who  are  pxirchasers  of  political  risk  in- 

15  surance. 

16  "(ii)    FUN'CTIOXS. — The    Corporation 

17  shall   call  upon  members  of  the   ad\isoiy 

18  gi-oup.  either  collettively  or  indi\idually,  to 

19  adx-ise   it  regai'ding  the  capability-  of  the 

20  private  political  risk  iiism-ance  industry-  to 

21  meet  the  political  risk  insurance  needs  of 

22  United  States  investore,  and  regarding  the 

23  development   of  cooperative    progi-ams    to 

24  enliance  such  capabilitj'. 
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1  '(iii)        Meetinws. — The       ad\-i.suiy 

2  group  shall   meet   at  least  annually.   The 

3  Coi-poration  maj"  from  time  to  time  con- 

4  vene  meetings  of  selected  members  of  the 

5  ad\isor3'  group  to  address  particular  ques- 

6  tions  requiring  their  specialized  knowledge. 

7  "(iv)  Federal,  admsory  coM^nTTEE 

8  ACT. — The    ad^'iso^y    gi-oup    shall   not   be 

9  subject  to  the  Federal  Ad\ison-  Conmiittee 

10  Act  (5  U.S.C.  App.). 

1 1  "(g)  EQuiTi'  Finance  Program. — 

12  "(1)  Authority  for  equity  finance  pro- 

13  gra:h. — The  Corporation  is  autliorized  to  establish 

14  ail  equitj'  finance  program  under  wliich  it  may,  on 

15  the    limited    basis    prescribed    in    paragraplis    (2) 

16  tlu-ough   (4).   purchase,    invest   m,   or  othenvise   ac- 

17  quii-e  equity  or  quasi-equit}'  secm-ities  of  any  fii-m  or 

18  entity,  upon  .such  temis  and  conditions  as  the  Cor- 

19  poration  may  determine,  for  the  puipose  of  pro^•id- 

20  ing  capital  for  any  project  wliich  is  consistent  with 

21  the  pro^^sions  of  tliis  title,  except  that — 

22  '"(A)   the   aggregate   amount  of  the   Cor- 

23  i)oration's  equit}'  investment  with  re-spect  to  any 

24  project  shall  not  exceed  30  percent  of  the  ag- 

25  gi-cgate  amount  of  all  equitj'  investment  made 
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1  witli  respect  to  such  project  at  the  time  tliat  the 

2  Corporation's  equity  investment  is  made,  except 

3  for  securities  acquired  through  the  enforcement 

4  of  an}'  lien,  pledge,  or  contractual  arrangement 

5  as  a  result  of  a  default  by  anj'  partj'  under  any 

6  agreement  relating  to   the   terms  of  tlie  Cor- 

7  poration's  investment;  and 

8  "(B)  the  Corporation's  equitj'  investment 

9  under    tliis    subsection    ^vith    respect    to    any 

10  project,  when  added  to  any  other  investments 

1 1  made  or  guaranteed  by  tlie  Corporation  under 

12  subsection    (b)    or    (c)    ^vith    respect   to    such 

13  project,  shall  not  cause  the  aggi-egate  amount 

14  of  aU  such  investment  to  exceed,  at  tlie  time 

15  an}-  investment  is  made  or  guaranteed  b}-  the 

16  Corporation.  75  percent  of  the  total  investment 

17  committed  to  such  project  as  detei-mined  by  the 

18  Corporation. 

19  The   determination  of  the   Coi-poration  under  .sub- 

20  paragi-aph  (B)  shall  be  conclusive  for  pm^oses  of 

21  the  Corporation's  authorit}'  to   make  or  guarantee 

22  anv  such  investment. 

23  '-(2)   Additional,   criteria. — In   making   in- 

24  vestment  decisions  under  tliis  subsection,  tlie  Cor- 

25  poration    shall    give    preferential    consideration    to 
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1  projects    sponsored    by    or    sigiiificautly    mvolxiiig 

2  United  States  small  business  or  cooperatives.   The 

3  Coi-poration  shall  also  consider  the  extent  to  which 

4  tlie  Corporation's  equitj'  in^'estment  ^vill  assist  in  ob- 

5  taining  the  financing  required  for  the  project. 

6  "(3)  Disposition  of  equity  interest. — Tak- 

7  ing  into  consideration,  among  other  things,  the  Cor- 

8  poration's  financial  interests  and  the  desirability  of 

9  fostering  tlie  development  of  local  capital  markets  in 

10  ehgible  countries  or  areas,  the  Corporation  shall  en- 

11  deavor  to  dispose  of  any  equitj'  interest  it  may  ac- 

12  quire  under  tliis  subsection  witliin  a  period  of  10 

13  }'ears  from  the  date  of  acquisition  of  such  interest. 

14  "(4)   Consultations  with  congress. — The 

15  Coi-poration  shall  consult  annually  wntli  the  Commit- 

16  tee  on  Foreign  Affaire  and  the  Conunittee  on  Appro- 

17  priations  of  the  House  of  Representatives  and  the 

18  Coiniiiittee  on  Foreign  Relations  and  the  Conunittee 

19  on  Appropriations  of  the  Senate  on  the  inxplementa- 

20  tion  of  the  equitj-  finance  progiam  esfablished  under 

21  tliis  subsection. 

22  "SEC.  234.  guidelines  AND  CRITERIA  FOR  OPIC  SUPPORT. 

23  "(a)  DE\'ELOP^rENT  Guidelines. — 

24  "(1)  Criteria.. — The  Corporation,  in  determin- 

25  ing  whether  to  pro\ide  insurance,  reinsxirance,  or  fi- 
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1  nancmg  for  a  project  sliall  be  guided  by  the  eco- 

2  nomic  and  social  development  impact  and  benefits  of 

3  such  a  project  and  tlie  waj-s  in  which  such  a  project 

4  complements,  or  is  compatible  with,  other  develop- 

5  ment  assistance  programs  or  projects  of  the  United 

6  States  or  otlier  donors. 

7  "(2)    Development    impactt    profile. — ^In 

8  order  to  carrj'  out  the  pohcy  set  forth  in  paragraph 

9  (1),  the  Corporation  shall  prepare  and  maintain,  for 
10  each  investment  project  it  insures,  reinsures,  or  fi- 
ll nances,  a  de\'elopment  impact  profile  consisting  of 

12  data  appropriate  to  measure  the  projected  and  ac- 

13  tual  effects  of  such  project  on  development. 

14  "(b)  Small  Business  DE^'ELOPMENT. — 

15  "(1)   Broadened   participation  by   small 

16  businesses. — The  ConDoration  shall  undertake,   in 

17  cooperation  \nth  appropriate  departments,  agencies, 

18  and  instiiimentalities  of  the  United  State.s  as  well  as 

19  private  entities  and  others,  to  broaden  the  pai-ticipa- 

20  tion  of  United  States  small  business,  cooperatives, 

21  aiid  other  small  United  States  investore  in  the  devel- 

22  opnient  of  small  i)rivate  enterprise  in  ehgible  coun- 

23  tries  or  ai-eas. 

24  "(2)    Preferential    consideration. — Not- 

25  witlistanding  the  requirements  of  section  231(c)(1), 
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1  and    on    such    terms    aiid   conditioiis    as   the    Cor- 

2  poration  may  determine  tlii'ough  loans,  grants,   or 

3  otlier  proga-ams  authorized  bj'  section  233,  tlie  Cor- 

4  poration  sliall  undertake,  to  the  maximum  degree 

5  possible  consistent  with  its  purposes — 

6  "(A)  to  gi\'e  preferential  consideration  in 

7  its     investment    insurance,     reinsurance,     and 

8  guai-antee  acti\-ities  to  investment  projects  spon- 

9  sored  by  or  invohing  United  States  small  busi- 

10  ness;  and 

11  '*(B)  to  maintain  the  proportion  of  projects 

12  sponsored  by  or  significantly  invohing  United 

13  States  small  business  at  not  less  tlian  30  per- 

14  cent  of  all  projects  insvired.  reinsured,  or  guar- 

15  anteed  by  the  Corpoiation. 

16  "(c)  Exmi:<)X^lext.\lCoxsider-\tions. — 

17  "(1)   Enatro.vmextal,   health,   or   safety 

18  H-\z.\RD. — The   Coiporation   shall   reruse  to  insure, 

19  reinsure,   or  finance   any  investment   in  comiection 

20  ^^^th  a  project  wliich  the  Corporation  determines  wiil 

21  pose     an     iuu-ea§onable    or    major     emironmental, 

22  health,  or  safety  hazard,  or  will  result  in  the  signifi- 

23  cant  degradation  of  national  parks  or  similar  pro- 

24  tected  areas. 
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1  **(2)     Resource     sustainable     de\-elop- 

2  MENT. — The  Corporation,  in  determining  whether  to 

3  pro\ide  uisui'ance,   reinsurance,   or  financing  for  a 

4  project,  shaJl  ensure  tliat  the  project  is  consistent 

5  with  the  objecti\'es  set  forth  in  sections  117  (relating 

6  to  en\Tronment  and  natural  resources),  118  (relating 

7  to  tropical  forests),  and  119  (relating  to  endangered 

8  species). 

9  "(3)    En\tkonmental   dipact   statements 

10  AND  assessments. — The  requirements  of  section 

11  117(c)  relating  to  environmental  impact  statements 

12  and  em-ironmental  assessments  .shall  apph'  to  aiiy 

13  investment  wliicli  the  Corporation  insures,  reinsures, 

14  or  finances   under  tliis  title  in  comiection  \vith   a 

15  project  in  a  countiy. 

16  ••(4)      NOTIFICATIOX     OF     FOREIGN      GO\'ERN- 

17  MENTS. — Before  finallj-  pro^^ding  insurance,  reinsiu-- 

18  ance.  or  tinaneiiig  imder  tliis  title  for  any  em-iion- 

19  mentally  sensitive  investment  in  connection  with  a 

20  project  in  a  coimtiy,  the  Corporation  shall  notify  ap- 

21  jjiopriate  govenunent  officials  of  that  countrj'  of — 

22  "(A)    all    guidelines   and    other   standards 

23  adopted  by  the  International  Bank  for  Recon- 

24  struction  and  Development  and  any  other  inter- 

25  national  organization  tliat  relate  to  the  public 
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1  heaJtli  or  safetA-  or  the  ein-ii-omnent  and  are  ap- 

2  plicable  to  the  project;  and 

3  "(B)  to  the  maxiiuum  extent  practicable, 

4  any  restriction,  under  any  law  of  the  United 

5  States,  that  relates  to  public  health  or  safetj'  or 

6  the  emironment  and  would  apply  to  the  project 

7  if  the  project  were  undertaken  in  the  United 

8  States. 

9  The  notification  imder  the  preceding  sentence  sliall 

10  include  a  sununarj'  of  the  guidelines,  standards,  and 

11  restrictions  referred  to  in  subpeiragraphs   (A)   and 

12  (B),   and   may   include    any   emii-onmental    impact 

13  statement,    assessment,    reAie^v,    or  study  prepared 

14  with  respect  to  the  investment  pursuant   to  para- 

15  gi-aph  (3). 

16  "(5)       CONSIDER-^TION      OF      CO^DIE^•T.S      RE- 

17  t'EH-ED. — Before   finally  pro\iding   insurance,   rein- 

18  surance.  or  fmancing  for  any  invostnient  subject  to 

19  paragraph  (4),  the  Corporation  shall  take  into  ac- 

20  count    any    coimnents    it    receives    on    the    project 

21  involved. 

22  *'(il)  WoRivER  Rights. — 

23  "(1)   Ldiitation   on   opic   actrities. — The 

24  Coq^oration    may    insure,    reinsure,    or    finance    a 

25  project  only  if  tlie  countiy  in  wliich  tlie  project  is  to 
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1  be  iuideit;iken  is  taking  steps  to  adopt  juid  unple- 

2  ment   laAvs    that    extend    internationally   recognized 

3  worker  rights,  as  defined  in  section  502(a)(4)  of  tlie 

4  Trade  Act  of  1974  (19  U.S.C.  2462(a)(4)).  to  work- 

5  ers  in  that  covmtrj'  (including  any  designated  zone  in 

6  that  eountri')  The  Corporation  shall  also  include  the 

7  following  language,   in   substantially  the  following 

8  form,  in  all  contracts  which  the  Corporation  enters 

9  into  ^nth  eligible  investors  to  proi-ide  financial  sup- 

10  port  under  this  title: 

11  "  'The  investor  agrees  not  to  take  actions  to 

12  prevent   employees   of  the   foreign   enterprise   fi-om 

13  la%vftdly  exercising  their   right   of  association   and 

14  their  right  to  organize  and  bargain  collecti\-ely.  The 

15  investor  fiirther  agrees  to  obsen-e  applicable  laws  re- 

16  lating  to  a  miiimmm  age  for  emplo.Miient  of  cliildi-en. 

17  acceptable  conditions  of  work  with  respect  to  mini- 

18  mum  wages,  houi-s  of  work,  and  occupational  health 

19  and  safety',  and  not  to  use  forced  labor.  The  investor 

20  is  not  resj^onsible  under  tliis  i)aragraph  for  the  ac- 

21  tions  of  a  foreign  government.'. 

22  "(2)  Use  of  anntal  reports  on  workers 

23  RIGHTS. — The  Con)oration  shall,  in  making  its  de- 

24  terminations  under  paragraph  (1),  use  the  reports 

25  submitted    to    the    Congress    pursuant    to    section 
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1  505(e)    of    the    Trade    Aer    of    1974    (19    U.S.C. 

2  2465(c)). 

3  "(3)   Wah-ER. — Pai-agraph    (1)   shall   not   pro- 

4  hibit  the  Corporation  from  pro\-iding  any  insurance, 

5  reinsurance,  or  financing  \vith  respect  to  a  countrj' 

6  if  the  President  detemiines  that  such  acti\ities  bj' 

7  the  Corporation  would  be  in  the  national  economic 

8  interests  of  the  United  States.  Any  such  determina- 

9  tion  shall  be  reported  in  ^vriting  to  tlie  Committee  on 

10  Foreign  Affairs  of  the  House  of  the  Representatives 

1 1  and  the  Conunittee  on  Foreign  Relations  of  the  Sen- 

12  ate,  together  with  the  reasons  for  the  determination. 

13  "(e)  Human  Rights. — The  Corporation  shall  take 

14  into  aecoimt  in  the  conduct  of  its  programs  in  a  countrv, 

15  in  consultation  with  the  Secretan-  of  State,  all  available 

16  information  about  ob.sei-\'ance  of  and  respect  for  hiunan 

17  rights  and  fiuida mental  freedoms  in  snich  countiy  and  the 

18  effect  the  operation  of  such  jirogi-ains  ^\•il]  have  on  human 

19  rights  and  fundiunental  freedoms  in  such  countiy.   The 

20  pro\nsioivs  of  section  116  shall  apply  to  any  insurance,  re- 

21  insui-ance.  or  financuig  provided  by  the  Coqjoration  for 

22  projects  in  a  countiy,  exceiJt  that  in  addition  to  the  excep- 

23  tion  set  forth  in  subsection  (a)  of  such  section,  the  Cor- 

24  poration  may  support  a  project  if  the  national  securit}'  in- 

25  tcrcst  so  requires. 
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1  "(f)     HaK.M     to     EMPLCi-MENT     IN     THE     UxiTED 

2  States. — 

3  "(1)  Replac'e:ment  of  united  states  pro- 

4  DUCTION. — (A)  The  Corporation  shall  refuse  to  in- 

5  sure,  reinsure,  or  finance  an  investment  if  the  Cor- 

6  poration  determines  that  such  investment  is  likely  to 

7  cause  the  investor  (or  the  sponsor  of  an  investment 

8  project  in  which  the   investor  is  involved)   signifi- 

9  cantl.y  to  reduce  the   number  of  the  investor's  or 

10  sponsor's  employees  in  the  United  States  because 

11  the  investor  or  sponsor  is  replacing  his  or  her  United 

12  States  production  \vitli  production  from  such  invest- 

13  nient,  and  tlie  production  from  such  investment  in- 

14  volves  substantially  the  same  product  for  substan- 

15  tially  the  same  maiket  as  the  investors  or  sponsor's 

16  United  States  production. 

17  ''(B)  If  the  CoHJoration  determines  that  an  in- 

18  vestment  is  not  likely  to  have  the  effects  described 

19  in  subpai-agi-aph  (A),  the  CoriJoration  shall  monitor 

20  conformance  with  the  representations  made  by  the 

21  investor  on  wliich  the  Con)oration  relied  in  making 

22  that  determination. 

23  "(2)  Reduction  of  EMPLO'iTES  in  the  ukit- 

24  ED  STATES. — The  Corjjoration  shall  refuse  to  insure, 

25  reinsure,  or  finance  an  investment  if  the  Corporation 
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1  determines  that  such  investment  is  hkely  to  cause  a 

2  significant  reduction  in  the  number  of  employees  in 

3  the  United  States. 

4  "(g)    Perforalvnce    Requirements. — The    Cor- 

5  poration  shall  refiise  to  insure,  reinsure,  or  finance  an  in- 

6  vestment  which  is  subject  to  performance  requirements 

7  which  would  reduce  substantially  the  positive  trade  bene- 

8  fits  likely  to  accrue  to  the  United  States  fi-om  the  invest- 

9  ment. 

10  "(h)  Prohibited  Trade  Practices. — 

11  "(1)    PA-i-MENTS    TO   VIOLATORS    BARRED. — No 

12  pa^inent  may  be  made  mider  any  insurance  or  rein- 

13  siirance  wliich  is  issued  under  this  title  on  or  after 

14  April  24.  197S.  for  any  loss  occuiring  witli  respect 

15  to  a  project,  if  the  preponderant  cause  of  such  loss 

16  was  <m  act  by  xhe  mvestor  seeking  payment  under 

17  tliis  title,  by  a  pei-son  possessing  majority-  ownersliip 

18  and  control  of  the  investor  at  the  tijne  of  the  act. 

19  or  by  any  agent  of  such  investor  or  controlling  per- 

20  son.  and  a  court  of  the  United  States  has  entered 

21  a  fmal  judgment   that  such  act   constituted  a  \io- 

22  lation  of  section  30A  of  the  Secui-ities  Exchange  Act 

23  of  1934  or  section  104  of  the  Foreign  Corrupt  Prac- 

24  tices  Act  of  1977. 


246 


1  ■  (2)    Regilations. — Thf    CoiiJoration    shall 

2  have  in  effect  regulations  setting  forth  appropriate 

3  conditions  under  wlxich  an}-  person  who  has  been  j5- 

4  nallv  determined  bv  a  court  of  the  United  States  to 

5  have  \'iolated  section  30A  of  the  Securities  Exchange 

6  Act  of  1934  or  section  104  of  the  Foreign  CoiTupt 

7  Practices  Act  of  1977  shall  be  suspended,  for  a  pe- 

8  riod  of  not  more  tlian  5  years,  fix)m  ehgibihtj'  to  re- 

9  cei\'e  any  insiu-ance,  reinstu-ance.  financing,  or  otlier 

10  financial  support  authorized. by  this  title,  if  that  vio- 

11  lation   related  to   a  project  insured,   reinsured,   fi- 

12  nanced,  or  otliervvise  supported  by  the  Coi-poration 

13  imder  tliis  title. 

14  "(i)  Fraud  or  Misrepresextatiox. — No  paA-ment 

15  may  be  made  luider  any  guarantee,  insurance,  or  reinsur- 

16  iiiu-o  issued  under  tliis  title  for  ajiy  loss  arising  out  of 

17  fi-aud  or  misrepresentation  for  wliieh  the  part}'  seeking 

18  jia^nnent  is  responsible. 

19  "(j)   PexaLTIES  for  FralT>. — Wlioever  knowingly 

20  makes     any    false    statement    or     repoit,     or    A\-illfiilly 

21  ovonalues  aiiy  land,  propeit}-.  or  seciu-ity.  for  the  i)uii50se 

22  of  iiifluoiK-ing  in  any  way  the  action  of  the  Corporation 

23  with  respect   to  any  ijisvu-ance,   reirusurance,  guarantee, 

24  loan,   equity   investment,    or   other   acti^^ty  of  the   Cor- 

25  poration  under  section  233  or  anj'  change  or  extension  of 
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1  any  sucli  insurance,  rein-siu-anoe,  guanuitee,  loaii,  equity 

2  investment,  or  actint^',  by  renewal,  deferment  of  action  or 

3  othennse,  or  the  acceptance,  release,  or  substitution  of  se- 

4  curit^'  tlierefor,  shall  be  fined  not  more  than  $1,000,000 

5  or  imprisoned  not  more  than  30  j'ears,  or  both. 

6  "(k)  PUBUC  Hearings. — The  Boai-d  shall  hold  at 

7  least  1  pubUe  hearing  each  year  in  order  to  a£ford  an  op- 

8  portunitj'  for  any  person  to  present  \'ie\vs  as  to  whetlier 

9  the  Coqjoration  is  carrj-ing  out  its  acti^^ties  in  accordance 

10  ^vith  section  231  and  this  section  or  whether  any  invest- 

11  ment  in  a  paa-ticular  countrj'  should  have  been  or  should 

12  be  extended  insurance,  reinsurance,  or  financing  under 

13  tliis  title. 

14  "SEC.  235.  ISSUING  AUTHORITY,  DIRECT  INVESTMENT  AU- 

15  THORTTY,  EQUITY  FUND,  AND  RESERVES. 

16  "(a)  I^<s^I^■G  ArxHOKiTY. — 

17  "(1)  L\SIR.\.N'CE. — The  maxinuim  contingent  li- 

18  ability  outstiUKliiig  at  any  one  time  pursuant  to  in- 

19  surance  issued  under  section  233(a)  shall  not  exceed 

20  in  the  aggi-eg-ate  $10,000,000,000. 

21  '•(2)    GrAR.A_\"TEES    AND    DIRECT    LOANS. — (A) 

22  The    niiLxiiiuun   contingent   hability   outstanding   at 

23  any  one  time  piu'suant  to  guai-antees  issued  under 

24  section   233(b)   shall   not   exceed   in   the   aggregate 

25  $3,500,000,000. 
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1  "(B)  Subject  to  .si)t?ndiiig  authoritA-  pro\ided  iii 

2  appropriations  Acts,  pursuant  to  section  504(b)  of 

3  tlie  Federal  Credit  Reform  Act  of  1990,  die  Cor- 

4  poration  is  authorized  to  transfer  such  sums  as  are 

5  necessar}'  from  its  noncredit  account  revohing  fund 

6  to  pay  for  the  subsidy  cost  of  a  program  le%'el  for  the 

7  guarantee   and   direct   loan   programs   under   sub- 

8  sections  (b)  and  (c)  of  section  233  of — 

9  "(i)   $850,000,000   for  fiscal  year   1994: 

10  and 

11  "(ii)  $1,000,000,000  for  fiscal  year  1995. 

12  "(3)  Termination  of  authority. — The  au- 

13  tlioritk-  of  subsections   (a)   and   (b)   of  section  233 

14  shall  continue  until  September  30,  1995. 

15  -(b)  Creation  of  Fund  for  Acquisition  of  Eq- 

16  I'lTY. — The  Coji)oration  is  authorized  to  establish  a  re- 

17  vohing  fund  to  be  available  solely  for  the  purposes  speci- 

18  fied  in  section  233(g)  and  to  make  transfers  to  the  fund 

19  of  a  total  of  $45,000,000  (less  mnoimts  trai\.sfeiTed  to  the 

20  fund  before  the  effective  date  of  the  O-erseas  Private  In- 

21  vestment  Corporation  Amendments  Act  of  1993)  fi'om  its 

22  noncredit  accoiuit  reAohing  fimd.  The  Coiporation  shall 

23  transfer  to  the  fimd  in  each  fiscal  year  all  amounts  re- 

24  ceived  by  the  Corporation  diu-ing  tlie  preceding  fiscal  year 

25  as  income  on  securities  acquii-ed  mider  section  233(g),  and 
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1  fi-om  the  proceeds  on  the  disposition  of  such  securities. 

2  Puichases  of,  iin-estinents  in,  and  otlier  acquisitions  of  eq- 

3  uity  from  the  fund  ai-e  authorized  for  aiiy  fiscal  j-eaa-  only 

4  to  tlie  extent  or  in  such  amounts  as  are  pro^^ded  in  ad- 

5  \'ajnce  in  appropriations  Acts  or  ai-e  transferred  to  the  Cor- 

6  poration  pursuant  to  section  632(a)  of  tliis  Act. 

7  "(c)  Insurance  RESER^'ES. — 

8  "(1)  Maintenance  and  purposes. — The  Cor- 

9  poration  sliall  maintain  insiu-ance  resenes.  Such  re- 

10  serves  shall  be  available  for  the  discliarge  of  habil- 

11  ities,  as  pro\-ided  in  subsection  (d),  mitil  such  time 

12  as  all  such  Habihties  have  been  discharged  or  have 

13  expired  or  until  all  such  resen'es  have  been  expended 

14  in  accordance  with  the  pro^^sions  of  tliis  section. 

15  "(2)   Funding. — The  insurance  resen-es  shall 

16  consist  of — 

17  "(A)  any  funds  in  the  insm-ance  reseives  of 

18  the   Cori)oration   on   the   effective   date    of  the 

19  Ovei-seas      Private      Livestment      Coiijoration 

20  Amendments  Act  of  1993. 

21  '"(B)   amounts  transfeired  to  the  resen'es 

22  piu-.suiuit  to  tliis  title,  and 

23  "(C)  such  siuns  as  are  appropriated  pursu- 

24  ant  to  subsection  (e)  of  tliis  section  for  such 

25  pui-jjoses. 
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1  "(d)  Ordeb  of  Payments  To  Discharge  Liabil- 

2  ITEES. — Any  pajinent  made  to  discliarge  liabilities  under 

3  investment  insurance  or  reinsurance  issued  under  section 

4  233  or  under  predecessor  guarantee  authoritj'^  shall  be 

5  paid  first  out  of  the  insurance  reserves,  as  long  as  such 

6  reserves  remain  available,   and  thereafter  out  of  funds 

7  made  available  pursuant  to  subsection  (e)  of  this  section. 

8  Any  payments  made  to  discharge  Uabilities  under  guaran- 

9  tees  issued  under  section  233(b)  shall  be  paid  in  accord- 

10  ance  with  the  Federal  Oedit  Reform  Act  of  1990. 

11  "(e)  Authorization  of  Appropriations. — 

12  "(1)  Authorization. — Subject  to  paragraph 

13  (2),  there  are  authorized  to  be  appropriated  to  the 

14  Corporation,    to    remain   a^'ailable   until   expended, 

15  such  amounts  as  may  be  necessary  from  time  to 

16  time  to  replenish  or  increase  the  insurance  resen'es, 

17  to  discharge  the  UabiUties  under  insurance  or  rein- 

18  surance  issued  by  the  Corporation  or  issued  under 

19  predecessor  guarantee  authorit}',  or  to  dischai^  ob- 

20  hgations  of  the  Corporation  purchased  by  the  Sec- 

21  retarj'  of  the  Treasury  pxu^uant  to  subsection  (f). 

22  "(2)  Lbhtation  on  appropriations. — No  ap- 

23  propriation  shall  be  made  under  paragraph  (1)  to 

24  augment  the  insurance  resen'es  until  the  amount  of 

25  funds    in    the    insurance    reserves    is    less    than 
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1  $25,000,000.  Any  appropriations  to  augment  the  in- 

2  surance  reserves  shall  then  only  be  made  either  piir- 

3  suant  to  si>ecific  authorization  enacted  after  the  date 

4  of  enactment  of  the  Ch'erseas  Private  Investment 

5  Corporation  Amendments  Act  of  1974,  or  to  satisfy 

6  the  full  faith  and  credit  provision  of  section  237(e). 

7  "(f)  Issuance  op  Obligations. — ^In  order  to  dis- 

8  charge  liabihties  under  investment  insurance  or  reinsur- 

9  ance,  the  Corporation  is  authorized  to  issue  from  time  to 

10  time  for  piutshase  by  the  Secretary  of  the  Treasurj'  its 

1 1  notes,  debentures,  bonds,  or  other  obhgations;  except  that 

12  the  a^regate  amount  of  such  obhgations  outstanding  at 

13  any  one  time  maj'  not  exceed  $100,000,000.  Any  such  ob- 

14  ligation  shall  be  repaid  to  the  Treasurj'  within  1  year  after 

15  the  date  of  issue  of  such  obligation.  Any  such  obligation 

16  sliall  bear  interest  at  a  rate  determined  by  the  Secretan' 

17  of  the  Treasxirj',  taking  into  consideration  the  current  av- 

18  ei-age  market  ^ield  on  outstanding  marketable  obligations 

19  of  tlie  United  States  of  comparable  maturities  during  the 

20  month  i)receding  the  issuance  of  an}'  obHgation  autiiorized 

21  by  tliis  .subsection.  The  Secretary-  of  the  Trea.surj'  sliall 

22  jmrchase  am'  obligation  of  the  Corporation  issued  vmder 

23  this  subsection,  and  for  such  purchase  the  Secretary'  may 

24  use  as  a  pubhc  debt  transaction  the  proceeds  of  the  sale 

25  of  any  .securities  issued  imder  chapter  31   of  title  31, 
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1  United  States  Code.  The  purpose  for  which  securities  may 

2  be  issued  under  chapter  31  of  title  31,  United  States  Code, 

3  shall  include  any  such  purchase. 

4  "(g)     Administrative     Expenses. — Subject     to 

5  spending  authority  proxdded  in  appropriations  Acts,  the 

6  Corporation  is  authorized  to  draw  from  its  noncredit  ac- 

7  count  revolving  fund  for  the  administrative  costs  of  its 

8  guarantee  and  direct  loan  programs  under  subsections  (b) 

9  and  (c)  of  section  233 — 

10  "(1)  $13,000,000  for  fiscal  year  1994;  and 

11  "(2)  $15,000,000  for  fiscal  year  1995. 

12  •«BC.  296.  INCOBIE  AND  REVENUEa 

13  "In  order  to  carry  out  the  purposes  of  the  Cor- 

14  poration,  all  revenues  and  income  transferred  to  or  earned 

15  b}'  the  Corporation,  from  its  noncredit  activities,  shall  be 

16  held  by  the  Corporation  and  shall  be  available  to  carr}' 

17  out  its  purposes,  including  without  limitation — 

18  "(1)    pa^Tnent    of   all    expenses    of   the    Cor- 

19  poration,  including  investment  promotion  e3q>enses; 

20  "(2)  transfers  and  additions  to  the  insurance 

21  reserves  maintained  under  section  235(c),  and  such 

22  other  funds  or  resen'es  as  the  Corporation  may  es- 

23  tablLsli,  at  such  time  and  in  such  amounts  as  the 

24  Board  may  determine;  and 
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1  "(3)   pajTnent  of  dhidends,   on  capital   stock, 

2  wliich  sliall  consist  of  and  be  paid  from  net  earnings 

3  of  the  Corporation  after  pajTnents,   tremsfers,  and 

4  additions  under  paragraphs  (1)  and  (2). 

5  "SEC.    237.    GENEBAL  PROVISIONS   RELATING   TO   INSUIU 

6  ANCE  AND  FINANCING  PROGRAM. 

7  "(a)  Agreements  With  Countries. — ^Insvirance, 

8  guarantees,  and  reinsurance  issued  under  this  title  shall 

9  cover  investment  made  in  connection  with  projects  in  any 

10  eligible  countrj'  or  area  with  the  government  of  which  the 

1 1  President  of  the  United  States  has  agreed  to  institute  a 

12  program  for  such  insurance,  guarantees,  or  reinsurance. 

13  "(b)    Protection  op  Interests   of   the   Cor- 

14  poratiox. — The  Corporation  shall  determine  that  suit- 

15  able  arrangements  exist  for  protecting  tlie  interest  of  the 

16  Coi-poration  in  connection  witli  any  in.surance,  reinsur- 

17  ance,  or  guju-antee  issued  under  this  title,  including  eir- 

18  rangements  concerning  o\vnership,  use,  and  disposition  of 

19  the  currency,  credits,  assets,  or  investments  on  account 

20  of  Avliich  pa^Tnent  vmder  such  insurance,  guai-antee,  or  re- 

21  insunuice  is  to  be  made,  and  any  right,  title,  claim,  or 

22  cause  of  action  existing  in  connection  tllere^vitl^. 

23  "(c)  Full  Faith  and  Credit  Pledged. — ^All  guar- 

24  antees  issued  under  predecessor  guarantee  autlioritA-,  and 

25  all  insurance,  reinsurance,  and  guarantees  is.sued  under 
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1  tills  title  shall  coixstitute  obligations,  in  accordance  vnth 

2  the  terms  of  such  insurance,  reinsurance,  or  guarantees, 

3  of  tlie  United  States  of  America,  and  the  ftdl  faith  and 

4  credit  of  the  United  States  of  America  is  hereb}'  pledged 

5  for  the  iah  payment  and  performance  of  such  obligations. 

6  "(d)  Fees.— 

7  "(1)  In  general. — ^Fees  may  be  charged  for 

8  providing    insurance,    reinsurance,    financing,    and 

9  other  services  under  this  title  in  amounts  to  be  de- 

10  termined   bj'  the   Corporation.-  In   the   event   fees 

11  charged    for    insurance,    reinsurance,    financing,    or 

12  other  services  are  reduced,  fees  to  be  paid  under  ex- 

13  isting  contracts  for  the  same  type  of  insurance,  rein- 

14  s\irance,  financing,  or  services  and  for  similar  guar- 

15  antees  issued  xinder  predecessor  guarantee  authoritj- 

16  maj'  be  reduced. 

17  "(2)    Credit   transaction  costs. — Project- 

18  specific    transaction    costs    incurred    bj^    the    Cor- 

19  poration  relating  to  loan  obligations  or  guarantee 

20  commitments  covered  by  the  provisions  of  the  Fed- 

21  era!  Credit  Reform  Act  of  1990,  including  tlie  costs 

22  of  project-related  travel  and  expenses  for  legal  rep- 

23  resentation   provided   bv'  persons   outside   the   Cor- 

24  poration    and    otlier    similar    exi)en.ses    which    ai'e 

25  ehai'ged  to  the  boiTovver,  sliall  be  paid  out  of  the  ap- 
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1  propriate   finance   account  established  pursuant  to 

2  section  505(b)  of  such  Act. 

3  "(3)    NONCBEDIT    TRANSACTION    COSTS. — ^Fees 

4  paid  for  the  project-specific  transaction  costs  and 

5  other  direct  costs  associated  with  services  provided 

6  to  specific  investors  or  potential  investors  pursuant 

7  to  section  233   (other  than  those  covered  in  para- 

8  graph  (2)),  iacluding  financing,  insurance,  reinsur- 

9  ance,    missions,    seminars,    conferences,    and    other 

10  preinvestment  services,  shall  be  available  for  obhga- 

11  tion  for  the  p\irposes  for  which  they  were  collected, 

12  notwitlistanding  any  other  provision  of  law. 

13  "(e)  Insurance,  Guarantees,  and  Reinsxjrance 

14  Limited  to  20  Years. — No  insurance,  reinsurance,  or 

15  guarantee  of  any  equity  investment  under  this  title  shall 

16  extend  beyond  20  years  from  the  date  on  which  such  in- 

17  surance,  reinsiirance,  or  guarantee  is  issued. 

18  "(f)     Amount     of     Compensation     Paid     on 

19  Claims. — Compensation  for  anj'^  insiu-ance,  reinsurance, 

20  or  guarantee  issued  under  tliis  title  shall  not  exceed  the 

2 1  dollar  value,  as  of  the  date  of  tlie  investment,  of  the  invest- 

22  nient  made  in  the  project  ^^ith  the  approval  of  the  Cor- 

23  poration  plus  int^erest,   earnings,   or  profits  actually  ac- 

24  ciiied  on  such  investment  to  the  extent  pro\'ided  by  such 
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1  insurance,  reinsurance,  or  guai-antee,  except  that  tJie  Cor- 

2  poration  maj'  proxide  that — 

3  "(1)    appropriate   adjustments   in   the   insured 

4  dollar  value  be  made  to  reflect  the  replacement  cost 

5  of  project  assets; 

6  "(2)  compensation  for  a  claim  of  loss  under  in- 

7  surance  of  an  equity  investment  may  be  computed 

8  on  the  basis  of  the  net  book  \'alue  attributable  to 

9  such  equitj'  investment  on  the  date  of  loss;  and 

10  "(3)    compensation   for   loss    due    to   business 

11  interruption  may  be  computed  on  a  basis  to  be  de- 

12  termined  bj'  the  Corporation  which  reflects  amoimts 

13  lost. 

14  Notwitlistanding  the  preceding  sentence,  the  Corporation 

15  shall  limit  the  amount  of  direct  insiu-ance  and  reinsurance 

16  issued  under  section  233  so  that  risk  of  loss  as  to  at  least 

17  10  percent  of  the  total  investment  of  the  insured  and  its 

18  affiliates  in  the  project  is  borne  bj'  tlie  insured  and  such 

19  affiliates,  except  that  this  limitation  shall  not  apply  to  di- 

20  rect  insurance  or  reinsurance  of  loans  b)'  banks  or  other 

21  financial  institutions  to  um'elated  parties. 

22  "(g)    Limitation   With   Respect    to    Foreign 

23  Credit  Institutions. — Lisurance,  guarantees,  or  rein- 

24  .surance  of  a  loan  or  equity-  investment  of  an  eligible  inves- 

25  tor  in  a  foreign  bank,  fmance  company,  or  other  credit 
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1  institution  shall  extend  only  to  such  loan  or  equitj'  invest- 

2  ment  and  not  to  any  indi\'idual  loan  or  equity'  investment 

3  made  bj'  such  foreign  bank,  finance  eompan}',  or  other 

4  credit  institution. 

5  "(h)  Settlement  and  Arbitration  of  Claims. — 

6  Claims  arising  as  a  resrilt  of  insurance,  reinsurance,  or 

7  guarantee  operations  under  this  title  or  under  predecessor 

8  guarantee  authoritj'  may  be  settled,  and  disputes  arising 

9  as  a  result  thereof  may  be  arbitrated  with  the  consent  of 

10  the  parties,  on  such  terms  and  conditions  as  the  Cor- 

11  poration  maj'  determine.  Payment  made  pursuant  to  any 

12  such  settlement,  or  as  a  result  of  an  arbitration  award, 

13  shall  be  final  and  conclusive  notwithstanding  anj'  other 

14  provision  of  law. 

15  "(i)    Contracts   Presumed   To   Comply  With 

16  Act. — Each  guarantee  contract  executed  by  such  officer 

17  or  officei-s  as  may  be  designated  bj-  the  Board  shall  be 

18  conclusiveh'  presumed  to  be  issued  in  compliance  -with  tlie 

19  requirements  of  this  Act. 

20  "(j)  Use  of  Local  Currencies. — ^Direct  loans  or 

21  investments  made  in  order  to  preserve  the  value  of  funds 

22  received   in   inconvertible   foreign  cmrency  by  the   Cor- 

23  poration  as  a  result  of  acti\'ities  conducted  pui-suant  to 

24  section  233(a)    shall  not  be   considered   in   determining 

25  whether  the  Coi"poration  lias  made  or  has  outstanding 
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1  loans  or  investments  to  the  extent  of  any  limitation  on 

2  obligations  and  equitj-  investment  imposed  by  or  pursuant 

3  to  tliis  title.  The  pro\Tsions  of  section  504(b)  of  the  Fed- 

4  eral  Credit  Reform  Act  of  1990  shall  not  apply  to  direct 

5  loan  obligations  made  with  funds  described  in  this  sub- 

6  section. 

7  "(k)  Prohibition  on  Noncompettttve  Awabding 

8  OP  Insurance  Contracts  on  OPIC  Supported  Ex- 

9  PORTS. — 

10  "(1)  Requirement  for  certification. — 

11  "(A)  In  general. — ^Except  as  pro\'ided  in 

12  subpai-agraph  (C),  the  investor  on  whose  behalf 

13  insurance,  reinsurance,  guaranties,  or  other  fi- 

14  nancing  is  pro^'ided  under  this  title  with  respect 

15  to  a  project  shall  be  required  to  certifj'  to  the 

16  Corporation  that  an}'  contract  for  the  export  of 

17  goods   as   part  of  that  project  ^vill   include   a 

18  clause  requiring  that  United  States  insurance 

19  companies  have  a  fail*  and  open  competitive  op- 

20  portuiiit}'  to  pro\'ide  insurance  against  risk  of 

2 1  loss  of  such  exi^ort. 

22  "(B)    When    certification    must    be 

23  made. — The  investor  shall  be  requii'ed,  in  ever}' 

24  practicable  ease,  to  so  certify  before  the  insur- 

25  ance,  reinsurance,  guarantee,  or  other  financing 
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1  is  prmnded.  In  any  case  in  which  such  a  cer- 

2  tification  is  not  made  in  ad\'ance,  the  investor 

3  sliaU  include  in  the  certification  the  reasons  for 

4  the  failure  to  make  a  certification  in  ad%'ance. 

5  "(C)  Exception. — Subparagraph  (A)  does 

6  not  apply  with  respect  to  an  investor  who  does 

7  not,  because  of  the  nature  of  the  investment, 

8  have  a  controlling  interest  in  fact  in  the  project 

9  in  question. 

10  "(2)  Reports  by  the  united  states  trade 

11  representatr'E. — ^The  United  States  Trade  Rep- 

12  resentati^'e    shall    review   the    actions    of  the    Cor- 

13  poration  under  paragraph  (1)  and,  after  consultation 

14  with  representatives  of  United  States  insurance  com- 

15  panics,  shaU  report  to  the  Congress,  with  respect  to 

16  such    actions,    in    the    report    required    by    section 

17  181(b)  of  the  Trade  Act  of  1974. 

18  "(3)     Definitions. — ^For    purposes    of    this 

19  subsection — 

20  "(A)    the   term   'United   States   insurance 

21  company'  includes — 

22  "(i)    ah   indi^^dual,   partnership,   cor- 

23  poration,  holding  company,  or  other  legal 

24  entitk*  which  is  authomed,  or  in  the  case 

25  of    a    holding    company,    subsidiaries    of 
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1  wliich  are  authorized,  bj'  a  State  to  engage 

2  in  the  business  of  issuing  insurance  con- 

3  tracts  or  reinsuring  the  risk  underwritten 

4  by  insurance  companies;  and 

5  "(ii)     foreign    operations,    branches, 

6  agencies,   subsidiaries,    afOhates,   or  joint 

7  ventures  of  any  entity  described  in  clause 

8  (i); 

9  "(B)   United  States  insurance  companies 

10  sliall  be  considered  to  have  a  had  a  'fair  and 

11  open  competitive  opportunitj'  to  pro\ide  insur- 

12  ance'  if  the}' — 

13  "(i)  have  received  notice  of  the  oppor- 

14  tunitj'  to  proiide  insurance;  and 

15  "(ii)  liave  been  e^'aluated  on  a  non- 
16  dLscriminaton'  basis;  and 

17  "(C)  the  term  'State'  includes  tlie  Distiict 

18  of  Columbia  and  anj'  commonwealth,  territory', 

19  or  possession  of  the  United  States.". 

20  *^EC.  238.  GENERAL  PROVISIONS  AND  POWERS. 

21  "(a)    Principal   Office. — The   Corporation   shall 

22  have  its  principal  office  in  the  District  of  Columbia  and 

23  shall  l>e  deemed,  for  puqwses  of  venue  in  ci\'il  actions,  to 

24  be  a  resident  of  the  Disti'ict  of  Columbia. 

25  '(b)  ArniTS.— 
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1  "(1)  In  general. — The  Corporation  shall  be 

2  subject  to  the  applicable  proxTsions  of  chapter  91  of 

3  title  31,  United  States  Code,  except  as  otherwise 

4  provided  in  this  title. 

5  "(2)   Independent  audit. — An   independent 

6  certified  public  accountant  shaU  perform  a  financial 

7  and  compUance  audit  of  the  financial  statements  of 

8  the  Corporation  each  year,  in  accordance  with  gen- 

9  eraUj'  accepted  Government  auditing  standards  for  a 

10  financial  and  compliance  audit,  taking  into  consider- 

11  ation  any  standards  recommended  by  the  Comptrol- 

12  ler   General.   The   independent   certified   public   ac- 

13  countant  shall  report  the  results  of  such  audit  to  the 

14  Board.  Tlie  financial  statements  of  the  Corporation 

15  shall  be  presented  in  accordance  with  generally  ac- 

16  cepted  accounting  principles.  These  financial  state- 

17  ments  and  tlie  report  of  the  accountant  shall  be  in- 

18  eluded  in  a  report  which  contains,  to  the  extent  ap- 

19  plicable,  the  information  identified  in  section  9106 

20  of  title  31,  United  States  Code,  and  which  tlie  Cor- 

21  i)oration  shall  submit  to  the  Congress  not  later  than 

22  liVo  montlis  after  tlie  end  of  the  last  fiscal  year  cov- 

23  ered  by  the  audit.  The  Comptroller  General  may  re- 

24  view  the  audit  conducted  by  the  accountant  and  tlie 

25  report  to  the  Congi-ess  in  the  manner  and  at  such 
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1  times   as    the    Comptroller   Genei-al   considers    nec- 

2  essarj'. 

3  "(3)  Audit  by  comptroller  general. — In 

4  lieu  of  the  financial  and  compliance  audit  required 

5  bj'  paragraph  (2),  the  Comptroller  General  shall,  if 

6  the  Comptroller  General  considers  it  necessary  or 

7  upon  the  request  of  the  Congress,  audit  the  financial 

8  statements  of  the  Corporation  in  the  manner  pro- 

9  vided  in  paragraph  (2). 

10  "(4)       AVATT.ARrr.TTV      OP      INFORMATION. — ^All 

11  books,    accounts,    financial    records,    reports,    files, 

12  workpapers,  and  property'  belonging  to  or  in  use  by 

13  the  Corpoi'ation  and  the  accountant  who  conducts 

14  tlie  audit  under  paragi*aph  (2),  which  are  necessarj' 

15  for  purposes  of  tliis  subsection,  shall  be  made  avail- 

16  able  to  the  representatives  of  tlie  Greneral  Account- 

17  u\s  Office  designated  bj'  the  Comptroller  General. 

18  ''(c)  Pow'ERS. — To  carrj'  out  the  purposes  of  tiiis 

19  title,  the  Coi-poration  is  autlioi-ized — 

20  "(1)  to  adopt  and  use  a  corporate  seal,  wliich 

21  shall  be  judicially  noticed; 

22  "(2)  to  sue  and  be  sued  in  its  coiporate  name; 

23  "(3)  to  adopt,  amend,  and  repeal  bylaws  gov- 

24  eniing  the  conduct  of  its  business  and  the  perform- 
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1  ance  of  the  powers  and  duties  granted  to  or  imposed 

2  upon  it  by  law; 

3  "(4)  to  acquire,  hold,  or  dispose  of,  upon  such 

4  terms  and  conditions  as  the  Corporation  may  deter- 

5  mine,  any  propertj',  real,  personal,  or  mixed,  tan- 

6  gible  or  intangible,  or  anj'  interest  therein; 

7  "(5)  to  invest  funds  derived  from  fees  and  other 

8  revenues  in  obligations  of  the  United  States  and  to 

9  use  the  proceeds  therefrom,  including  earnings  and 

10  profits,  as  it  considers  appropriate; 

11  "(6)  to  indemnify  directors,  officers,  employees, 

12  and  agents  of  the  Corporation  for  liabilities  and  ex- 

13  penses  incurred  in  connection  with  their  Corporation 

14  activities; 

15  "(7)   to  require  bonds   of  officers,   emploj'ees, 

16  and  agents  and  to  pay  the  premiums  therefor; 

17  "(8)    not\vithstanding   any   otlier    provision    of 

18  law,    to    represent    itself   or    to    contract    for    rep- 

19  resentation  in  all  legal  and  arbitral  proceedings; 

20  ''(9)  to  enter  into  limited-term  contracts  vrith 

21  nationals  of  the  United  States  for  personal  services 

22  to   carrA'  out   activities   in   the   United   States   and 

23  abroad  under  subsections  (d)  and  (e)  of  section  233; 

24  ''(10)    to   purchase,    discount,    rediscoimt,    sell, 

25  and  negotiate,  \\-ith  or  \vithout  its  endorsement  or 
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1  guarantee,  and  guarantee  notes,   participation  eer- 

2  tificates,  and  other  e^^denee  of  indebtedness  (except 

3  tlmt  the  Corporation  shall  not  issue  its  own  securi- 

4  ties,  except  participation  certificates  for  the  purpose 

5  of  carrying  out  section  231(c)(3)   or  participation 

6  certificates  as  e\'idence  of  indebtedness  held  bj'^  the 

7  Corporation  in  connection  with  settlement  of  claims 

8  under  section  237(h)); 

9  "(11)  to  make  and  earn'  out  such  contracts  and 

10  agreements  as  are  necessarj'^  and  advisable  in  the 

1 1  conduct  of  its  business; 

12  "(12)  to  exercise  any  prioritj'  of  the  Gk)vem- 

13  ment  of  tlie  United  States  in  collecting  debts  fi-om 

14  the  estates  of  bankrupt,  insolvent,  or  decedent  par- 

15  ties; 

16  "(13)  to  determine  the  character  of  and  the  ne- 

17  cessit>'  for  its  obligations  and  expenditures,  emd  the 

18  manner  in  wliich  they  shall  be  incurred,  allowed,  and 

19  paid,  subject  to  p^o^'isions  of  law  specifically  applica- 

20  ble  to  (jrovei-nment  corporations; 

21  "(14)  to  collect  or  compromise  any  obhgations 

22  assigned  to  or  held  b}'  the  Cori^oration,   inchidiiig 

23  any  legal  or  equitable  rights  accruuig  to  the  Cor- 

24  poration;  and 
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1  ''(15)  to  take  such  actions  as  may  be  necessan' 

2  or  appropriate  to  earn'  out  the  powers  of  the  Cor- 

3  poration. 

4  "(d)  Exemption  From  State  and  Local  Tax- 

5  ATION. — The  Corporation  (including  its  franchise,  capital, 

6  reserves,  surplus,  advances,  intangible  property,  and  in- 

7  come)  shall  be  exempt  from  all  taxation  at  any  time  im- 

8  posed  by  any  State,  the  District  of  Coliimbia,  or  any  eoun- 

9  tj',  municipalitj',  or  local  taxing  authorit3^ 

10  "(e)  Corporate  Operational  Guidelines. — The 

1 1  Corporation — 

12  "(1)  shall  establish  and  publish  guidelines  for 

13  its  programs  and  operations  consistent  \vitli  the  pro- 

14  \'isions  of  this  title,  and 

15  "(2)  shall  make  such  guidelines  available  to  ap- 

16  plicants    for    insurance,    reinsm-ance,    financing,    or 

17  other  assistance  pro%'ided  bj'  the  Corporation. 

18  The  pro^'isions  of  tliis  title  shall  be  controlling  ^vith  respect 

19  to  the  Coi-poration's  programs  and  operations. 

20  "SEC.  239.  ANNUAL  REPORT;  MAINTENANCE  OF  INFORMA- 

21  TION. 

22  "(a)  Annual  Report. — ^After  the  end  of  each  fiscal 

23  year,  the  Corporation  shall  submit  to  tlie  Congi-ess  a  com- 

24  plete  and  detailed  repoit  of  its  operations  during  such  fis- 

25  c-al  year.  Such  report  shall  include — 
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1  "(1)   an  assessment,  based  upon  the  develop- 

2  ment  impact  profiles  required  bj'  section  234(a),  of 

3  the   economic   and   social   development  impact   and 

4  benefits  of  the  projects  with  respect  to  which  such 

5  profiles  are  prepared,  and  of  the  extent  to  which  the 

6  operations   of  the   Corporation  complement  or  are 

7  compatible    with    the    development    assistance    pro- 

8  grams  of  the  United  States  and  other  donors;  and 

9  "(2)  a  description  of  anj'^  project  for  which  the 

10  Corporation — 

11  "(A)  refused  to  provide  anj'  insurance,  re- 

12  insurance,  financing,  or  other  financial  support, 

13  on  account  of  violations  of  human  rights  re- 

14  feiTed  to  in  section  234(e);  or 

15  "(B)  notwitlistanding  such  \'ioIations,  pro- 

16  -vided  such  insurance,  reinsurance,  financing,  or 

17  financial  support,  on  the  basis  of  a  determina- 

18  tion  that — 

19  "(i)  the  exception  set  forth  in  section 

20  116(a)  applies,  or 

21  "(ii)  the  national  securitA'  interest  so 

22  requu"es. 

23  "(b)  Projections  of  Effects  on  Employment. — 

24  "(1)    In    general. — Each    amiual    repoit    re- 

25  quii-ed  by  subsection  (a)  shall  contain  projections  of 
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1  the  effects  on  emplojinent  in  the  United  States  of 

2  all  projects  for  wliich,  during  the  fiscal  year  covered 

3  b)'  the  report,  the  Coi-poration  initially  issued  any  in- 

4  surance  or  reinsurance  or  provided  financing.  Each 

5  such  report  shall  include  projections  of — 

6  "(A)  the  amount  of  United  States  exports 

7  to  be  generated  by  those  projects,  both  during 

8  the  start-up  phase  and  over  a  period  of  years; 

9  "(B)  the  final  destination  of  the  products 

10  to  be  produced  as  a  result  of  those  projects;  and 

11  "(C)  the  impact  such  production  will  have 

12  on  the   production  of  similar  products   in  the 

13  United   States   with   regard   to   botli   domestic 

14  sales  and  exports. 

15  "(2)    Basis   for   projections. — The   projec- 

16  tions  required  by  this  subsection  shall  be  based  on 

17  an  anal^-sis  of  each  of  the  projects  described  in  para- 

18  graph  (1). 

19  "(3)  R'Iaxner  of  reporting  effects  on  em- 

20  PLOYISIENT. — In  reporting  the  projections  c-n  eniplo}'- 

21  ment  required  bj-  tliis  subsection,   the  Corporation 

22  shall  specifs',  Avith  respect  to  each  project — 

23  "(A)  am-  loss  of  jobs  in  the  United  States 

24  caused    by    the    project,    whether    or    not    the 

25  project  itself  creates  other  jobs; 
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1  "(B)  anj'  jobs  created  by  tlie  project;  and 

2  "(C)  the  eovintiy  in  which  the  project  is  lo- 

3  cated,  and  the  economic  sector  involved  in  the 

4  project. 

5  No  proprietarj'  information  may  be  disclosed  under 

6  this  paragraph. 

7  "(c)  Maintenance  of  Information. — The  Cor- 

8  poration  shall  maintain  as  part  of  its  records — 

9  "(1)  all  information  collected  in  preparing  the 

10  report  required  by  section  240A(c)  of  the  Foreign 

11  Assistance  Act  of  1961  (as  in  effect  before  the  en- 

12  actment  of  the  CK'erseas  Private  Investment  Cor- 

13  poration  Amendments  Act  of  1988),  whether  the  in- 

14  formation  was  collected  by  the  Corporation  itself  or 

15  bv  a  contractor;  and 

16  "(2)  a  copj'  of  tlie  analj'sis  of  each  project  ana- 

17  lyzed  in  preparing  the  projections  requii*ed  by  sub- 

18  section  (b)  of  this  section  or  the  report  required  bj- 

19  section  240A(c)  of  tliis  Act  (as  in  effect  before  the 

20  enactment  of  tlie  CK'erseas  Private  Investment  Cor- 

21  poration  Amendments  Act  of  1988). 

22  "(d)  Programs  of  Cooperation  With  Prr^ate 

23  Industry. — Each  annual  report  required  by  subsection 

24  (a)  shall  include  an  assessment  of  programs  implemented 

25  by  the  Coii:)oration  under  section  233(f)(6),  including  the 
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1  following  information,  to  the  extent  such  information  is 

2  a\'ailable  to  the  Corporation: 

3  "(1)  The  nature  and  dollar  value  of  poUtical 

4  risk  insurance  provided  by  private  insurers  in  con- 

5  junction    with    the    Corporation,    \duch    the    Cor- 

6  poration  was  not  permitted  to  provide  under  this 

7  title. 

8  "(2)  The  nature  and  dollar  \'alue  of  political 

9  risk  rosurance  provided  by  private  insurers  in  con- 

10  junction    %vith    the    Corporation,    which    the    Cor- 

1 1  poration  was  permitted  to  provide  \inder  this  title. 

12  "(3)  The  manner  in  which  such  private  insurers 

13  and  the  Corporation  cooperated  in  recovery'  efforts 

14  and  claims  management. 

15  "(e)  Protection  of  Certain  Inporaiation. — Sub- 

16  sections  (b)  and  (d)  do  not  require  the  inclusion  in  anj- 

17  information  submitted  pursuant  to  those  subsections  of 

18  any  information  wliich  would  not  be  required  to  be  made 

19  a\'ailable  to  the  public  pursuant  to  section  552  of  title  5, 

20  United  States  Code  (relating  to  freedom  of  information). 

21  "SEC.  240.  DEFINITIONS. 

22  "As  used  in  tliis  title,  the  folloA\-ing  terms  liave  tlie 

23  following  meanings: 
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1  "(1)    Board. — The    term    'Board'    means   the 

2  Board  of  Directore  of  the  Overseas  Prh'ate  Invest- 

3  ment  Corporation. 

4  "(2)   Corporation. — The   term   'Corporation' 

5  means  the  Overseas  Private  Investment  Corporation. 

6  "(3)  Eligible  investor. — (A)  The  term  'eUgi- 

7  ble  investor'  means — 

8  "(i)  a  United  States  citizen; 

9  "(ii)  a  corporation,  partnership,  or  other 

10  association,   including  a  nonprofit  association, 

11  wliich  is  created  under  the  laws  of  the  United 

12  States,  any  State,  the  District  of  Columbia,  or 

13  an}'  commonwealth,  territorj',  or  possession  of 

14  the  United  States,  and  which  is  substantially 

15  beneficiall}'  oAvned  by  United   States   citizens; 

16  and 

17  "(iii)  a  foreign  corporation,  partnership,  or 

18  other  association  wliich  is  whollj'  o\\Tied  by  one 

19  or  more  United  States  citizens  or  corporations, 

20  jjartnei-sliips,  or  otlier  associations  described  in 

21  clause  (ii),  excei)t  that  tlie  eligibilitj-  of  any  such 

22  foreign  coqjoration  shall  be  determined  \nthout 

23  regard  to  any  shares  held  by  other  than  United 

24  States  citizens  or  coi"porations,  partnei-sliips,  or 

25  other  a.ssociations  described  in  clause  (ii)  if,  in 
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1  the  aggregate,  such  shares  equal  less  tlian  5 

2  percent  of  the  total  issued  and  subscribed  share 

3  capital  of  such  foreign  corporation. 

4  "(B)  For  purposes  of  this  title — 

5  "(i)  in  the  case  of  insurance  or  a  guaran- 

6  tee  for  any  loan  investment,  a  final  detennina- 

7  tion  of  whether  a  person  is  an  eligible  investor 

8  may  be  made  at  the  time  the  insurance  or  guar- 

9  antee  is  issued;  and 

10  "(ii)  in  the  case  of  insurance  or  a  guaran- 

11  tee  for  any  other  investment,  an  investor  must 

12  be  an  eligible  investor  at  the  time  a  claim  arises 

13  as  well  as  the  time  the  insurance  or  guarantee 

14  is  issued. 

15  "(4)    Expropriation. — The   term    'expropria- 

16  tion'  includes  any  abrogation,  repudiation,  or  impair- 

17  ment  by  a  foreign  government  of  its  own  contract 

18  vnXh  an  investor  \\ith  respect  to  a  project,  where 

19  such  abrogation,  repudiation,  or  impairment  is  not 

20  caused  by  the  investor's  own  fault  or  misconduct, 

21  and  materially  advei-sely  affects  the  continued  oper- 

22  ation  of  the  project. 

23  "(5)  In\'ESTMEXT. — The  term  'investment'  in- 

24  eludes   any  contribution  or  commitment   of  funds, 
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1  commodities,   services,   patents,   processes,   or  tech- 

2  niques,  in  the  form  of — 

3  "(A)    a   loan   or    loans    to    an    approved 

4  project, 

5  "(B)  the  purchase  of  a  share  of  ownership 

6  in  any  such  project, 

7  "(C)  participation  in  royalties,  earnings,  or 

8  profits  of  any  such  project,  or 

9  "(D)    the    furnishing    of   commodities    or 

10  services  pursuant  to  a  lease  or  other  contract. 

11  "(6)         NONCREDIT         ACCOU>rT         REVOLVING 

12  FUND. — The  term  'noncredit  account  revolving  fund' 

13  means  the  account  in  which  funds  under  section  236 

14  and  all  funds  from  noncredit  activities  are  held. 

15  "(7)     Noncredit     activities. — The     term 

16  'noncredit  activities'  means  all  activities  of  the  Cor- 

17  poration  other  than  its  guarantee  program  under 

18  section  233(b)   and  its  direct  loan  program  under 

19  section  233(c). 

20  "(8)  Predecessor  guarantee  authority. — 

21  The  term  'predecessor  guarantee  authority'  means 

22  prior    guarantee    autliorities    (otlier    than    housing 

23  guarantee  autliorities)  repealed  by  the  Foreign  As- 

24  sistanee  Act  of  1969,  section  202(b)  and  413(b)  of 

25  the    Mutual    Security,'    Act    of    1954,    and    section 
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1  111(b)(3)  of  the  Economic  Cooperation  Act  of  1948, 

2  (exclusive    of    authority    relating    to    informational 

3  media  guarantees).". 

4  (b)  Conforming  Amendment. — Section  222(a)  of 

5  the  Foreign  Assistance  Act  of  1961  (22  U.S.C.  2182(a)) 

6  is  amended  by  striking  "238(c)"  in  the  first  sentence  and 

7  inserting  "240(3)". 
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1  SEC.         02.    IMPACT   ON   EMPLOYMENT   IN   THE    UNITED 

2  STATES. 

3  No  funds  made  a\'ailable  to  cany  out  anj'  provision 

4  of  this  title  or  the  amendments  made  by  this  title  may 

5  be  obligated  or  expended  for  any  financial  incentive  to  a 

6  business  enterprise  currently  located  in  the  United  States 

7  for  the  purpose  of  inducing  such  an  enterprise  to  relocate 

8  outside  the  United  States,  if  such  incentive  or  inducement 

9  is  likely  to  reduce  the  number  of  employees  in  the  United 

10  States  because  United  States  production  is  being  replaced 

1 1  bj'  such  enterprise  outside  the  United  States. 

12  SEC.     ^03.     INTEBNATIONALLY     RECOGNIZED     WORKER 

13  RIGHTS. 

14  No  funds  made  available  to  carry  out  an}'  provision 

15  of  this  title  or  the  amendments  made  by  this  title  may 

16  be  obligated  or  expended  for  any  project  or  acti\Tty  that 

17  contributes  to  the  -violation  of  internationally  recognized 

18  workers  rights,  as  defined  in  section  502(a)(4)   of  the 

19  Trade  Act  of  1974,  of  workers  in  the  recipient  countrj', 

20  including  any  designated  zone  in  that  countr}'. 
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May  12. 1993 

Mr.  Robert  L.  Gallucd 
Assistant  Secretary  for 
Politico  Military  Affairs 
Department  of  State 
Washington.  D.C. 

IDear  Secretary  Gallucd: 

Thank  you  for  your  thoughtful  testimony  before  the  Subcommittee  on  Economic 
Policy.  Trade  and  Environment.  I  appreciate  your  appearing  before  us  so  soon  after 
your  return  from  your  overseas  travel. 

I  am  supportive  of  your  objectives  in  providing  training  and  other  techm'cal 
assistance  on  export  controls  to  the  republics  of  the  Former  Soviet  Union,  countries  in 
Eastern  Europe  and  elsewhere.  However,  some  members  of  the  Subcommittee  have 
expressed  misgivings  about  the  lack  of  specificity  in  your  request.  I  share  their 
concerns. 

For  these  reasons.  1  would  appreciate  responses  to  the  following  questions: 

1.  What  training  and  technical  assistance  will  be  pro\ided?  ^XTiat  topics  will  be 
addressed?  UTiat  information  will  be  presented? 

2.  How  much  money  uill  be  spent  for  each  of  the  export  control  related  functions 
that  you  have  identified? 

3.  In  what  countries  uill  the  training  and  technical  assistance  be  provided,  and  what 
will  it  consist  of  in  each? 

4.  Which  department  u-ill  have  primary  responsibility  for  conducting  the  training  on 
export  controls?  >*'hat  will  be  the  role  of  each  of  the  other  departments  or 
agencies? 

5.  Given  the  expertise  on  export  controls  within  the  U.S.  Government,  we  would  have 
concerns  about  the  use  of  outside  contractors  to  conduct  the  training.   Is  it  your 
intention  to  use  outside  contractors,  and.  if  so,  what  will  be  their  specific  function? 

6.  Has  anyone  in  the  Administration  reviewed  how  the  funds  that  Congress  has 
appropriated  to  this  point  been  spent  on  export  control  type  non-proliferation 
training?  This  would  include  the  Nunn-Lugar  funds  and  the  monies  provided  to 
the  Department  of  Energy. 

Once  again,  thank  you  very  much  for  your  testimony.   I  would  appreciate 
receiving  answers  to  these  questions  by  May  24, 1993.  Please  send  your  responses  to 
the  subcommittee  office  at  702  House  Annex  1.   If  you  have  any  questions,  please 
contact  Mr.  John  Scheibel.  Staff  Director  and  Counsel  to  the  Subcommittee  at 
226-7820. 

I  look  forward  to  working  with  you  closely  and  cooperatively  on  these  very 
important  issues. 


Sam  Gejd! 
Chairman 
Subcommittee  on  Economic  Policy 
Trade  and  Environment 
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